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BEFORE THE ARIZONA CORPORATION COMMISSION 

JEFF HATCH-MILLER 
Chairman 

Commissioner 
WILLIAM A. MUNDELL 

MARC SPITZER 
Commissioner 

MIKE GLEASON 
Commissioner 

KRISTIN K. MAYE23 
Commissioner 

IN THE MATTER OF 1 
JOINT APPLICATION AND 1 
PETITION FOR WAIVER OF TIME 1 
WARNER NY CABLE LLC, TIME ) 
WARNER CABLE INFORMATION ) Docket No. 
SERVICES (ARIZONA), LLC, AND ) 
ACC TELECOMMUNICATIONS, ) 
LLC, FOR APPROVAL OF 1 
ASSIGNMENT OF ASSETS 1 

JOINT APPLICATION AND PETITION FOR WAIVER 

(Emedited Consideration Requested) 

By this Joint Application and Petition for Waiver (“Application”), and 

pursuant to A.R.S. 0 40-285, Time Warner NY Cable LLC (“Y”), Time Warner 

Cable Information Services (Arizona), LLC, d/b/a Time Warner Cable (“TWCIS”), 

and ACC Telecommunications, LLC (“ACC Telecom”) (collectively, “Applicants”), 

request Cornmission consent to the proposed assignment from ACC Telecom to 

TWNY, and, immediately thereafter, to TWCIS, of certain customer contracts and 

related assets of ACC Telecom used in connection with the provision of intrastate 

telecommunications services in Arizona (the “Transaction”). 

Applicants also request that the Commission waive any applicable “anti- 

slamming“ regulations that the Transaction potentially could violate in the absence 

of a waiver and in the absence of individual subscriber authorizations. In particular, 

Applicants hereby request that the Commission waive A.A.C. R14-2-1904 and R14-2- 

1905, to the extent these rules apply to the Transaction. Applicants submit as 
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Exhibit 1 to this Application, for the Commission’s consideration, a copy of the form 

customer notification letter that TWCIS intends to provide to the three affected 

subscribers. This notice fulfills the Federal Communications Commission’s 

regulations governing a telecommunications carrier’s acquisition of another carrier’s 

subscriber base without obtaining each subscriber’s authorization and verification 

for the change in provider. 

I. BRIEF OVERVIEW 

The Arizona customers affected by this Application are few in number. As 

described more specifically below, only three non-residential, point-to-point 

dedicated transport. customers will be transferred from ACC Telecom to TWNY, and, 

immediately thereafter, to TWCIS. These customers purchase only data 

telecommunications services from ACC Telecom and receive no voice services. This 

Transaction will cause no change to the terms and conditions of the services 

provided to these customers. The three customers affected are located in and around 

the cities of Yuma and San Luis, in southwestern Arizona. 

11. DESCRIPTION OF THE TRANSACTION 

On June 25, 2002, Adelphia Communications Corporation (“Adelphia”) filed a 

voluntary petition for reorganization under Chapter 11 of the United States 

Bankruptcy Code. On April 20, 2005, Adelphia, TWNY, a wholly-owned subsidiary 

of Time Warner Cable Inc. (“TWC”), and Comcast Corporation (“Comcast”) entered 

into an Asset Purchase Agreement pursuant to which TWNY and Comcast propose 

to acquire substantially all of the assets of Adelphia and its affiliates and 

subsidiaries, including Adelphia’s cable television systems and other facilities, 

equipment and personnel used in markets across the United States. The transaction 

is valued in excess of $17 billion. 

Pursuant to the Agreement, i t  is anticipated that substantially all of 

Adelphia’s operations, including those of ACC Telecom, will be transferred to TWNY 
and to certain Comcast affiliates. In Arizona, TWNY will acquire the regulatory 
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authorizations and customer contracts held by ACC Telecom related to the provision 

of regulated telecommunications services in the state. TWNY thereafter will assign 

those assets to TWCIS. The network assets used to deliver services to ACC Telecom 

customers, which today are part of the cable facilities owned and controlled by 

Adelphia, will be acquired by TWNY and assigned to TWC for use by TWCIS. 

TWCIS therefore will effectively be stepping into the shoes of ACC Telecom in all 

material respects and ACC Telecom will no longer offer regulated telecommunication 

services in the state. Organizational charts illustrating the corporate ownership 

chain leading to the regulated utility in Arizona both before and after the 

Transaction are attached as Exhibit 2. 

TWCIS will assume responsibility for fulfilling, during their remaining terms, 

the customer contracts held today by ACC Telecom to provide Arizona subscribers 

with intrastate telecommunications services regulated by the Commission. 

Applicants respectfully request the Commission’s expedited approval for the 

Transaction as described herein. 

HI. DESCRIPTION OF APPLICANTS AND RELATED ENTITIES 

A. Adelphia Communications Corporation 

Adelphia is the fifth largest cable operator in the United States. As of the end 

of 2004, Adelphia’s consolidated managed cable operations served more than five 

million basic subscribers. Adelphia anticipates exiting bankruptcy late in the second 

quarter of 2006 and plans to immediately sell its assets to TWNY and Comcast upon 

bankruptcy court approval. 

B. ACC Telecom 

ACC Telecom is a wholly-owned subsidiary of Adelphia that provides 

telecommunications services in Arizona. The Commission is aware of ACC 

Telecom’s existing telecommunications operations in the state, and ACC Telecom’s 

application to formalize its authority to provide such service is pending in Docket 

No. T-04282A-04-0763. ACC Telecom’s application has been pending since its file 
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date on October 22, 2004. Following the hearing on ACC Telecom's application, a 

special briefing was requested by the presiding judge, and a supplemental staff 

report was issued January 20,2006. 

c. Twc 
TWC is a division of Time Warner Inc., a publicly-traded media and 

entertainment company with a market capitalization as of February 2006 in excess 

of $79 billion. A copy of Time Warner Inc.'s most recent Form 10-K, which contains 

detailed financial information about the company, is attached to this Application as 

Exhibit 3. Pursuant to the completion of the various transactions described above, 

TWC also will become a publicly-traded company, with Time Warner Inc. holding 82 

percent of TWC's common stock. TWC is the second largest cable operator in the 

United States, owning or managing cable systems serving approximately 10.9 

million subscribers in 27 states. 

D. TWNY 

TWNY is a wholly-owned subsidiary of TWC, established for the purpose of 

completing the Transaction and other transactions contemplated by the Agreement. 

E. TWCIS 

TWCIS is a wholly-owned subsidiary of "Y, and is authorized to do 

business in Arizona as a foreign LLC. At this time, TWCIS intends to assume 

responsibility for the provision of only those services being provided by ACC 

Telecom. 
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III. CONTACT INFORMATION 

For the purposes of this Application, contacts for the Applicants are as 

follows: 

For TWNY and TWCIS: 

Julie Y. Patterson 
Vincent M. Paladini 
Time Warner Cable Information 

290 Harbor Drive 
Stamford, CT 06902 
Phone: 203-328-0600 

e-mail: julie.patterson@twcable.com 

Services (Arizona), LLC 

Fax: 203-328-4042 

vincent.paladini@twcable.com 

Joan S. Burke 
Osborn Maledon, P.A. 
2929 North Central Avenue, 

Suite 2100 
Phoenix, AZ 85012 
Tel: 602-640-9356 

e-mail: jburke@omlaw.com 
Fax: 602-640-6074 

Yaron Dori 
Matthew F. Wood 
Hogan & Hartson LLP 
555 Thirteenth Street, NW 
Washington, DC 20004 
Phone: 202-637-5458 

e-mail: ydori@hhlaw.com 
mfwood @hhlaw.com 

Fax: 202-637-5910 

. 
Jo Gentry 
Adelphia Communications Corporation 
ACC Telecommunications, LLC 
5619 DTC Parkway, Suite 800 
Greenwood Village, CO 80111 
Phone: 303-268-6684 

e-mail: jo.gentry@adelphia.com 
Fax: 720-293-0222 

Daniel Waggoner 
Davis Wright Tremaine 
2600 Century Square 
1501 Fourth Avenue 
Seattle, WA 98101-1688 
Phone: 206-622-3 150 

+mail: danielwaggoner@dwt.com 
Fax: 206-628-7699 

IV. PUBLIC INTEREST STATEMENT 

The Transaction will serve the public interest. As part of its exit from 

bankruptcy, Adelphia and its subsidiaries will no longer be in a position to provide 

the services currently being provided by ACC Telecom. TWCIS's ultimate 
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acquisition of the ACC Telecom business, subject to the completion of the 

Transaction and pro forma assignment of Adelphia’s Arizona customer contracts 

from TWNY to TWCIS, will ensure that ACC Telecom customers continue to receive 

high-quality service without interruption, under the same terms and conditions for 

the duration of each applicable service contract. The Transaction will not adversely 

affect competition in Arizona because TWCIS currently does not provide service 

within the state and therefore effectively will be stepping into the shoes of ACC 

Telecom. 

The post-Transaction entity will better serve existing and new customers in 

Arizona. The Transaction will generate substantial cost savings because of the 

existing resources of TWCIS and its corporate parent, TWC, with direct efficiencies 

that will be passed on to customers. 

V. PETITION FOR WAIVER 

Applicants request a waiver at this time of any of the Commission’s applicable 

“anti-slamming“ regulations that the Transaction potentially could violate in the 

absence of a waiver and in the absence of individual subscriber authorizations. In 

particular, Applicants hereby request that the Commission waive A.A.C. R14-2-1904 

and R14-2-1905, concerning Authorized Telecommunications Company Change 

Procedures and Verification of Orders for Telecommunications Service, as these 

rules may apply to the Transaction. Attached to this Application as Exhibit 1 is a 

copy of the form customer notification letter that TWCIS intends to provide to the 

three ACC Telecom subscribers that will be affected by the Transaction. 

Following guidelines adopted by the Federal Communications Commission, 

TWCIS will provide timely notice to all affected subscribers that the rates, terms, 

and conditions of service in existing customer contracts will not change as a result of 

the Transaction. 
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VI. CONCLUSION 

For the reasons stated above, Applicants respectfully submit that the publi 

interest, convenience and necessity would be furthered by grant of this Applicatioi 

pursuant to A.RS. 40-285. Moreover, in light of the need to ensure continuity of servicl 

to ACC Telecom's customers, Applicants request expedited approval of this Applicatioi 

along with a waiver of any other applicable statutory or regulatory requirements, so tha 

Appkants may complete the Transaction immediately upon bankruptcy court approval. 

RESPECTFULLY SUBMITI'ED this 10th day of March, 2006. 

TIMEWARNERNYCABLELLC 

TIME WARNER CABLE 
INFORMATION SERVICES 
(-NA)? LLc 

I ,  s-. 7 4  
3kk S. Burke 
Osborn Maledon, PA. 
2929 North Central Avenue, 

Phoenix, AZ 85012 
Phone: 602-640-9356 

Suite 2100 

Julie Y. Patterson 
Vincent M. Paladini 
Time Warner Cable 
290 Harbor Drive 
Stamford, CT 06902 
Phone: 203-328-0600 

Yaron Dori 
Matthew F. Wood 
Hogan & Hartson L.L.P. 
555 Thirteenth Street, N.W. 
Washington, D.C. 20004 
Phone: 202-637-5458 
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1 

2 

3 

4 

5 

6 

7 

a 
9 

10 

11 

12 

13 

14 

15 

16 

17 

ia 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

ORIGINAL +13 copies filed this 
10th day of March, 2006: 

Docket Control 
ARIZONA CORPORATION COMMISSION 
1200 West Washington 
Phoenix, AZ 85007 

COPY of the foregoing hand-delivered 
this 10th day of March, 2006, to: 

Ernest G. Johnson, Director 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Maureen Scott 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Teena Wolfe 
Administrative Law Judge 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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Dear Customer: 

YOUR ACC TELECOMMUNICATIONS, LLC SERVICES WILL BE TRANSFERRED TO 
TIME WARNER CABLE BY [transfer date - 30 days] 

UNLESS YOU CHOOSE A NEW SERVICE PROVIDER 

Thank you for being a loyal ACC Telecommunications, LLC customer. After many years of providing regulated 
telephone services in Arizona, we now plan to exit the market. As of [DATE], 2006, ACC Telecommunications, 
LLC ("ACC Telecom"), will no longer be providing data services in Arizona. ACC Telecom is in the process of 
selling (has sold) its Arizona regulated telecommunications assets to Time Warner Cable Information Services 
(Arizona), LLC d/b/a Time Warner Cable ("Time Warner Cable"), an affiliate of Time Warner Cable. This 
provider transition fiom ACC Telecom to Time Warner Cable requires no action on your part. 

As your new service provider, Time Warner Cable will continue to provide you with. the same 
telecommunications services you currently receive in accordance with the rates, terms and conditions of your 
existing contract or effective tariffs on file with the Arizona Corporation Commission. If in the future Time 
Warner Cable determines that rates, terms, or conditions require modification, it will follow the contract terms or 
the Arizona Corporation Commission rules regarding such changes, including, where required, written 30 day 
notice to customers. ACC Telecom will continue to be responsible for the resolution of any complaints filed or 
otherwise raised until the sale is finalized. 

The transfer of your service to Time Warner Cable will be invisible to you because Time Warner Cable will 
utilize the same facilities that currently serve your account. Moreover, there will be no change in your services. 
The transfer of your services to Time Warner Cable will be seamless and without down time or modification to 
existing services or rates. This transfer requires no action on your part and the only difference will be the name of 
the carrier on the monthly bill you receive for your telecommunications services. The local ACC Telecom 
employees who service your account today will also transfer to Time Warner Cable and will continue to provide 
you the excellent service that you have experienced to date. 

Instead of becoming a Time Warner Cable customer, you may, in accordance with the terms of your contract, 
select another service provider on or before [Transfer date - 30 days]. E you do not select another 
provider Time Warner Cable will automatically become your service provider effective . You will 
not incur any charges for the change to Time Warner Cable. However, should you select another provider, you 
may incur additional charges. Please be aware that you are responsible for paying all bills rendered to you by 
ACC Telecom during this transition. You may be subject to termination of your service in accordance with the 
terms of your contract and applicable Commission rules if you fail to pay your telephone bill. 

If you do not want service from Time Warner Cable you must select a new provider as soon as possible. 
Otherwise, you need do nothing and your service will seamlessly transfer to Time Warner Cable. 

If you have any questions regarding this notice please call 888-XXX-XXXX. 





Pre-Transfer 

( Adelphia Communications Corporation 



Post-Transfer 
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TIME WARNER INC. 
CONSOLIDATED BALANCE SHEET 

December 31, 
(millions) 

ASSETS 
Current assets 
Cash and equivalents 
Restricted cash 
Receivables, less allowances of $2.225 and $2.109 billion 
Inventories 
Prepaid expenses and other current assets 
Total current assets 
Noncurrent inventories and film costs 
Investments, including available-for-sale securities 
Property, plant and equipment, net 
Intangible assets subject to amortization, net 
Intangible assets not subject to amortization 
Goodwill 
Other assets 
Total assets 

LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current liabilities 
Accounts payable 
Participations payable 
Royalties and programming costs payable 
Deferred revenue 
Debt due within one year 
Other current liabilities 
Current liabilities of discontinued operations 
Total current liabilities 
Long-term debt 
Deferred income taxes 
Deferred revenue 
MandatoriIy convertible preferred stock 
Other liabilities 
Noncurrent liabilities of discontinued operations 
Minority interests 
Commitments and contingencies (Note 17) 
Shareholders’ equity 
Series LMCN-V common stock, $0.01 par value, 87.2 and 105.7 million shares outstanding 
Time Warner common stock, $0.01 par value, 4.498 and 4.483 billion shares outstanding 
Paid-in-capital 
Accumulated other comprehensive income (loss), net 
Accumulated deficit 
Total shareholders’ equity 
Total liabilities and shareholders’ equity 

See accompanying notes. 
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2005 

$ 4,220 

6,411 
1,806 
1,026 

13,463 
4,9 1 6 
3 3  I8 

13,676 
3,522 

393 13 
40.4 16 
3,151 

$ 122,475 

- 

$ 1,380 
2,426 
1,074 
1,473 

92 
6,100 

43 
12,588 
20,238 
15,138 

68 1 

5,324 
7 

5,784 

- 

1 
45 

155,927 

(93,194) 
62,715 

$ 122,475 

(64) 

2oe4 

$ 6,139 
150 

5,512 
1,737 
920 

14,458 
4,415 
4,703 

13,094 
3,892 

39,656 
39,667 
3,273 

$ 123,158 

$ 1,339 
2,452 
1,018 
1,653 
1,672 
6,468 

50 
14,652 
20,703 
14,943 

749 
1,500 
4,288 

38 
5,514 

1 
45 

156,252 
106 

(95,633) 
60,77 1 

$ 123,158 

m 
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TIME WARNER INC. 
CONSOLIDATED STATEMENT OF OPERATIONS 

Years Ended December 31, 
(millions, except per share amounts) 

2005 2004 2003 
Revenues: 

Subscription 
Advertising 
Content 
Other 

Total revenues(@ 
Costs of revenues(@ 
Selling, general and administrative(a) 
Amortization of intangible assets 
Amounts related to securities litigation and government investigations . 
Merger-related and restructuring costs 
Asset impairments 
Gains on  disposal of assets, net 
Operating income 
Interest expense, net@) 
Other income, net 
Minority interest expense, net 
Income before income taxes, discontinued operations and cumulative effect of 

accounting change 
Income tax provision 
Income before discontinued operations and cumulative effect of accounting 

Discontinued operations, net of tax 
Income before cumulative effect of accounting change 
Cumulative effect of accounting change, net of tax 
Net income 

Basic income per common share before discontinued operations and cumulative 

Discontinued operations 
Cumulative effect of accounting change 
Basic net income per common share 

Average basic common shares 

Diluted income per common share before discontinued operations and 

Discontinued operations 
Cumulative effect of accounting change 
Diluted net income per common share 

Average diluted common shares 

Cash dividends declared per share of common stock 

change 

effect of accounting change 

cumulative effect of accounting change 

b) 

Revenues 
costs of nvenues 
Selling. general and administrative 
Interest income, ne! 

Includes the following nncome (expenses) resulting from mnsactkns wath related compames 

See accompanying notes. 

$ 22,222 $ 21,605 $ 20,448 
7,612 6,955 6,180 

12,615 12,350 I I ,446 

2,905 - 
$ 2,905 

$ 0.62 
- 
- 

$ 0.62 
4,648.2 

$ 0.62 
- 
- 

$ 0.62 
4,7 10.0 

$ 0.10 

1,179 
42,089 

(24,449) 
(1 0,274) 

(626) 
(536) 
(50) 
(10) 
21 

6,165 
( 1,533) 

52 1 
(246) 

4,907 
( 1,698) 

3,209 
121 

3,330 
34 

$ 3,364 

$ 0.70 
0.03 
0.01 

$ 0.74 
4,560.2 

$ 0.68 
0.03 
0.01 

$ 0.72 
4,694.7 

$ - 

1,489 
39,563 

(23,422) 
(9,778) 
(640) 
(56) 

(109) 
(3 1 8) 

14 
5,254 

(1,734) 
1,210 
(214) 

4,516 
( 1,370) 

3, I46 
(495) 

2,651 
0 
$ 2,639 

$ 0.70 
(0.11) 
- 

$ 0.59 
4,506.0 

$ 0.68 
(0.1 I )  
- 

$ 0.57 
4,623.7 

$ - 
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TIME WARNER INC. 
CONSOLIDATED STATEMENT OF CASH FLOWS 

Years Ended December 31, 
(milliOnS) 

OPERATIONS 
Net income(@ 
Adjustments for noncash and nonoperating items: 

Cumulative effect of accounting change, net of tax 
Depreciation and amortization 
Amortization of film costs 
Asset impairments 
Gain on investments and other assets, net 
Qu i ty  in (income) losses of investee companies, net of cash distributions 

. Amounts related to securities litigation and government investigations 
Changes in operating assets and liabilities, net of acquisitions: 

Receivables 
Inventories 
Accounts payable and other liabilities 
Other balance sheet changes 

Adjustments relating to discontinued operations 
Cash provided by operations@xc) 
INVESTING ACTIVITIES 
Investments and acquisitions, net of cash acquired 
Investments and acquisitions from discontinued operations 
Capital expenditures and product development costs from continuing operations 
Capital expenditures from discontinued operations 
Investment proceeds from available-for-sale securities 
Investment proceeds from discontinued operations 
Other investment proceeds 
Cash provided (used) by investing activities 
FINANCING ACTIVITIES 
Borrowings 
Debt repayments 
Redemption of redeemable preferred securities of subsidiary 
Proceeds from exercise of stock options 
Principal payments on capital leases 
Repurchases of common stock 
Dividends paid 
Other 
Cash used by financing activities 
INCREASE (DECREASE) IN CASH AND EQUIVALENTS 
CASH AND EQUIVALENTS AT BEGINNING OF PEFUOD 
CASH AND EQUIVALENTS AT END OF PERIOD 

1.1 
*) 
IC) 

Includes n e  income floss) from discontinued operations of $121 million in 2004 and $(495) million in 2003. 
2005 dleas  $2.754 billion in payments related IO securities lirigation and rhe government investigations. MOI reflects 5236 million in payments related to securities 
litigation and the government investigations. 
2005 includes an approaimate $36 million use of cash related to changing the fiscal year end of cerlain international operstions from November 30 (0 December 31. 

See accompanying notes. 

154 
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TIME WARNER INC. 
CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY 

(milliOnS) 

BALANCE AT DECEMBER 31, wK)2 
Net income 
Foreign currency translation adjustments 
Unrealized loss on securities, net of $34 million tax benefitca) 
Realized and unrealized losses on derivative financial instruments, net of 

$9 million tax benefit 
Reversal of unfunded accumulated benefit obligation, net of $1 80 million 

income tax provision 
Comprehensive income 
Shares issued pursuant to stock options, restricted stock and benefit plans, 

BALANCE AT DECEMBER 31,2003 
Net income 
Foreign currency translation adjustments 
Unrealized gain on securities, net of $388 million tax provisionm) 
Realized and unrealized losses on derivative financial instruments, net of 

$0.6 million tax provision 
Reversal of unfunded accumulated benefit obligation, net of $3 million 

income tax provision 
Comprehensive income 
Shares issued pursuant to stock options, restricted stock and benefit plans, 

BALANCE AT DECEMBER 31,2004 
Net income 
Foreign currency translation adjustments(c) 
Change in unrealized gain on securities. net of $402 million mx benefit@) 
Realized and unrealized losses on derivative financial instruments, net of 

$14.8 million tax provision 
Reversal of unfunded accumulated benefit obligation, net of $ I  I million 

income tax provision 
Comprehensive income 
Conversion of mandatorily convertible preferred stock 
Cash dividends ($0.10 per common share) 
Common stock repurchases 
Shares issued pursuant to stock options, restricted stock and benefit plans, 

BALANCE AT DECEMBER 31,2005 

including $23 million income tax benefit 

including $244 million income tax benefit 

including $37 million income tax benefit 

common Paid-Io 
Stock Capital 

$ 45 $155,134 

673 
46 156,252 
- -- 

425 
$ 46 $155927 

- -- -- 

Page 160 of 1 9 0  

Retained - 
(AecOmulnted 

Defiit) 
$ (102,188) 

2,639 
(77) 
(50) 

(6) 

270 
2,776 

1 

4 
3,885 

(19) 
2,735 

s (93.258) 

T d  
$52,991 

2.639 
(77) 
(50) 

(6) 

270 
2,776 

446 
562 1 3 
3,364 
(66) 
582 

1 

4 
3,885 

673 
60,’77 1 
2,905 

430 
(603) 

22 

3 
T735 
1,500 
(466) 

(2.250) 

425 
$62,715 

(4 

*) 
Ccf 

Id) 

Includes a $218 million pretan reduction (tax effect of $87 million) related to realized gains on the sale of securities in 2003 and an increase of $I 1 million pretax (tax effect 
$4 million) related to impairment charges on investments that had experienced othex-than-tempmty declines. These changes are included in the 2003 net income. 
Includes a $268 miUion pretax reducciion (m effect of $107 million) related to realized gains on h e  sale of secrrrities in 2004 and an imeas of $4 mi&on pretax (tax effect 
$2 million) related to impairment charges on investments that had experiermd other-than-temporary declines. These changes are included in the 2004 net income. 
Includes an adjustment of $4- million for foreign cumncy translation related to goodwill and intangible assets, including amounts that relate to prior periods (Note 2). 
Includes a $959 million petax reduction (tax effect of $384 million) related to realized gains on the sale OS securities in 2005. primarily Google, and an increase of $3 million 
pretax (tax effect $1 million) related to impairment charges on investmenrs that had experienced other-than-tempornry declines. These changes are included in the 2005 net 
income. 

See accompanying notes. 
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1. 
Description of Business and Bask of Presentdon 
Description of Business 

Time Warner Inc. (‘Time Warner” or the “Company”) is a leading media and entertainment company, whose businesses 
include interactive services, cable systems, filmed entertainment, television networks and publishing. Time Warner classifies 
its business interests into five reportable segments: AOL consisting principally of interactive services; Cable: consisting 
principally of interests in cable systems that provide video, high-speed data and Digital Phone services; Filmed 
Entertainment: consisting principally of feature film, television and home video production and distribution; Networks: 
consisting principally of cable television and broadcast networks; and Publishing: consisting principally of magazine 
publishing and, subject to a pending sale, book pubIishing. Financial information for Time Warner’s various reportable 
segments is presented in Note 16. 

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Pending Transactions 
AdelphidComcast 

Refer to Note 5 for further details. 

Sale of Time Warner Book Group 

On February 6,2006, the Company announced an agreement to sell Time Warner Book Group Inc. (“TWBG) to 
Hachette Livre SA, a wholly-owned subsidiary of Lagardere SCA, for approximately $538 million in cash, not including 
working capital adjustments. This transaction is expected to close in the first half of 2006 and the Company expects to record 
a pretax gain of approximately $1 80 million to $220 million. In 2005, TWBG had revenues of $57 1 million and Operating 
Income of $74 million. 

Sale of Canal Satellite Digital 

On February 7,2006, Warner Bros. Entertainment Inc. (‘‘Warner Bros.”)entered into an agreement for the sale of its 
equity investment interest in Canal Satellite Digital (“CSD), a Spanish satellite pay television operator, together with its 
interest in Cinemania, the Spanish libmy movie channel, for approximately $90 million in cash and stock. This transaction is 
expected to close in the second quarter of 2006 and the Company expects to record a pretax equity investment gain of 
approximately $40 million. 

Sale of Turner South 

On February 23,2006, the Company announced an agreement to sell the Turner South network (Turner South”), a 
subsidiary of Turner, to Fox Cable Networks, Inc. (“Fox”) for approximately $375 million in cash. This transaction is 
expected to close in the second or third quarter of 2006 and the Company expects to record a pretax gain of approximately 
$1 10 million to $1 30 million. In 2005, Turner South had revenues of $49 million and an Operating Loss of $7 million. 

The WB Network 

On January 24,2006, Warner Bros. and CBS Corp. (“CBS”) announced an agreement in principle to form a new fully- 
distributed national broadcast network, to be called The CW. At the same time, Warner Bros. and CBS are preparing to cease 
the standalone operations of The WB Network and UPN, respectively, at the end of the 2005/2006 television season 
(September 2006). Warner Bros. and CBS will each own 50% of the new network and will have joint and equal control. In 
addition, Warner Bros. has reached an agreement in principle with Tribune Corp. (“Tribune”), currently a subordinated 
22.25% limited partner in The WB Network, under which Tribune will surrender its ownership interest in The W B  Network 
and will be relieved 
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of funding obligations. In addition, Tribune will become one of the principal affiliate groups for the new network. 

accounting. The Company anticipates that prior to the closing of this transaction the Company is expected to incur 
restructuring charges ranging from $15 million to $20 million related to employee terminations. In addition, the Company 
may incur costs in terminating certain programming arrangements that will not be contributed to the new network or utilized 
in another manner. 

Upon the closing of this transaction, the Company will account for its investment in The CW under the equity method of 

AOL-Gooale Alliance 

During December 2005, the Company announced that America Online, Inc. (“AOL”) is expanding its current strategic 
alliance with Google Inc. (“Google”) to enhance its global online advertising partnership and make more of AOL‘s content 
available to Google users. Under the alliance, Google and AOL will continue to provide search technology to AOL’s network 
of Internet properties worldwide. Other key aspects of the alliance include: 

Creating an AOL Marketplace through white labeling of Google’s advertising technology, which enables AOL to sell 

Expanding display advertising available for AOL to sell throughout the Google network; 
Making AOL content more accessible to GoogIe Web crawlers; 
Collaborating in video search and showcasing AOL’s premium video service within Google Video; 
Enabling Google Talk and AIM instant messaging users to communicate with each other, provided certain conditions 

Providing AOL marketing credits for promotion of AOL’s content on Google’s Internet properties. 

In addition, Google will invest $1 billion for a 5% equity interest in a limited liability company that will own all of the 
outstanding equity interests in AOL. The Company expects these transactions with Google to close during the first quarter of 
2006. 

search advertising directly to advertisers on AOL-owned properties; 

are met; and 

Amounts Related to Securities Litigation 

In July 2005, the Company reached an agreement in principle for the settlement of the securities class action lawsuits 
included in the matters consolidated under the caption In re: AOL Time Warner Inc. Securities & “ERISA” Litigation 
described in Note 17 herein. The settlement is reflected in a written agreement between the lead plaintiff and the Company. 
On September 30,2005, the court issued an order granting preliminary approval of the settlement and certified the settlement 
class. The court held a final approval hearing on February 22,2006, and the parties are now awaiting the court’s ruling. At 
this time, there can be no assurance that the settlement of the securities class action litigation will receive final court 
approval. In  connection with reaching the agreement in principle on the securities class action, the Company established a 
reserve of $2.4 billion during the second quarter of 2005. Ernst & Young LLF’ also has agreed to a settlement in this litigation 
matter and will pay $100 million. Pursuant to the settlement, in October 2005, Time Warner paid $2.4 billion into a 
settlement fund (the “MSBI Settlement Fund”) for the members of the class represented in the action. In addition, the 
$150 million previously paid by Time Warner into a fund in connection with the settlement of the investigation by the 
U.S. Department of Justice (“DOJ”) was transferred to the MSBI Settlement Fund, and Time Warner is using its best efforts 
to have the $300 million it previously paid in connection with the settlement of its Securities and Exchange Commission 
(“SEC”) investigation, or at least a substantial portion thereof, transferred to the MSBI Settlement Fund. 

of the MSBI consolidated securities class action, during the second quarter of 2005, the 
In addition to the $2.4 billion reserve established in connection with the agreement in principle regarding the settlement 
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Company established an additional reserve totaling $600 million in connection with the other related securities litigation 
matters described in Note 17 herein that are pending against the Company. This $600 million amount continues to represent 
the Company’s current best estimate of the amounts to be paid in resolving these matters, including the remaining individual 
shareholder suits (including suits brought by individual shareholders who decided to “opt-out” of the settlement in the 
primary securities class action), the derivative actions and the actions alleging violations of The Employee Retirement 
Income Security Act (“ERISA). Of this amount, subsequent to December 31,2005, the Company has paid, or has agreed to 
pay, approximately $335 million, before providing for any remaining potential insurance recoveries, to settle certain of these 
claims. 

The Company reached an agreement with the carriers on its directors and officers insurance policies in connection with 
the securities and derivative action matters described above (other than the actions alleging violations of ERISA). As a result 
of this agreement, in the fourth quarter, the Company recorded a recovery of approximately $1 85 million (bringing the total 
2005 recoveries to $206 million), which is expected to be collected in the first quarter of 2006. and is reflected as a reduction 
to “Amounts related to securities litigation and government investigations” in the accompanying consolidated statement of 
op t ions  for the year ended December 31,2005. 

Government Investigations 

disclosure practices of the Company. Those investigations focused on advertising transactions, principally involving the 
Company’s AOL segment, the methods used by the AOL segment to report its subscriber numbers and the accounting related 
to the Company’s interest in AOL Europe prior to January 2002. During 2004, the Company established $510 million in legal 
reserves related to the government investigations, the components of which are discussed in more detail in the following 

The Company and its subsidiary, AOL, entered into a settlement with the DOJ in December 2004 that provided for a 
deferred prosecution arrangement for a two-year period. As part of the settlement with the DOJ, in December 2004, the 
Company paid a penalty of $60 million and established a $I 50 million fund, which the Company could use to settle related 
securities litigation. The fund was reflected as restricted cash on the Company’s accompanying consolidated balance sheet at 
December 31,2004. During October 2005, the $150 million was transferred by the Company into the MSBI Settlement Fund 
described above under the heading “Amounts Related to Securities Litigation.” 

In addition, on March 21,2005, the Company announced that the SEC had approved the Company’s proposed settlement, 
which resolved the SEC’s investigation of the Company. 

Under the terms of the settlement with the SEC, the Company agreed, without admitting or denying the SEC’s 
allegations, to be enjoined from future violations of certain provisions of the securities laws and to comply with the cease- 
and-desist order issued by the SEC to AOL in May 2000. The settlement also required the Company to: 

As previously disclosed by the Company, the SEC and the DOJ had been conducting investigations into accounting and 

paragraphs. 

Pay a $300 million penalty, which will be used for a Fair Fund, as authorized under the Sarbanes-Oxley Act; 

Adjust its historical accounting for Advertising revenues in certain transactions with Bertelsmann, A.G. (“Bertelsmann”) 
that were improperly or prematurely recognized, primarily in the second half of 2000, during 2001 and during 2002; as 
well as adjust its historical accounting for transactions involving three other AOL customers where there were 
Advertising revenues recognized in the second half of 2000 and during 2001; 

Adjust its historical accounting for its investment in and consolidation of AOL Europe; and 
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Agree to the appointment of an independent examiner, who will either be or hire a certified public accountant. The 
independent examiner will review whether the Company’s historical accounting for transactions with 17 counterparties 
identified by the SEC staff, principally involving online advertising revenues and including three cable programming 
affiliation agreements with related advertising elements, was in conformity with GAAP, and provide a report to the 
Company’s audit and finance committee of its conclusions, originally within 180 days of being engaged. The 
transactions that would be reviewed were entered into between June 1,2000 and December 3 1,2001, including 
subsequent amendments thereto, and involved online advertising and related transactions for which revenue was 
principally recognized before January I ,  2002. 

The Company paid the $300 million penalty in March 2005; however, it is unable to deduct the penalty for income tax 
purposes, be reimbursed or indemnified for such payment through insurance or any other source, or use such payment to 
setoff or reduce any award of compensatory damages to plaintiffs in related securities litigation pending against the 
Company. As described above, in connection with the pending settlement of the consolidated securities class action, the 
Company is using its best efforts to have the $300 million, or a substantial portion thereof, transferred to the MSBI 
Settlement Fund. The historical accounting adjustments were reflected in the restatement of the Company’s financial results 
for each of the years ended December 31,2000 through December 3 1,2003, which were included in the Company’s Annual 
Report on Form IO-K for the year ended December 3 I ,  2004 (the “2004 Form I 0-K). 

The independent examiner has begun its review, which has been extended and is expected to be completed in the second 
quarter of 2006. Depending on the independent examiner’s conclusions, a further restatement might be necessary. It is also 
possible that, so long as there are unresolved issues associated with the Company’s financial statements, the effectiveness of 
any registration statement of the Company or its affiliates may be delayed. 

Basis of Presentation 

Basis of Consolidation 

The consolidated financial statements include 100% of the assets, liabilities, revenues, expenses and cash flows of Time 
Warner and all entities in which Time Warner has a controlling voting interest (“subsidiaries”) and variable interest entities 
(“VIE”) required to be consolidated in accordance with U.S. generally accepted accounting principles (“GAAP”). 
Intercompany accounts and transactions between consolidated companies have been eliminated in consolidation. 

currency as the functional currency. Local currency assets and liabilities are translated at the rates of exchange on the balance 
sheet date, and local currency revenues and expenses are translated at average rates of exchange during the period. Resulting 
translation gains or losses are included in the accompanying consolidated statement of shareholders’ equity as a component 
of Accumuiated other comprehensive income, net. 

consolidated subsidiaries or equity investees to unaffiliated parties are accounted for as capital transactions pursuant to the 
SEC’s Staff Accounting Bulletin No. 51, “Accounting for Sales of Stock by a Subsidiary.” 

The financial position and operating results of substantially all foreign operations are consolidated using the local 

The effects of any changes in the Company’s ownership interests resulting from the issuance of equity capital by 

Discontinued Operations 

The Company disposed of its entire Music segment effective March I ,  2004. Accordingly, the Company has presented 
the financial condition and results of operations of the Music segment as discontinued operations for all periods presented. 
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Use of Estimates 

The preparation of financial statements in conformity with GAAP requires management to make estimates and 
assumptions that affect the amounts reported in the financial statements and footnotes thereto. Actual results could differ 
from those estimates. 

Significant estimates inherent in the preparation of the accompanying consolidated financial statements include reserves 
established for securities litigation matters, accounting for asset impairments, allowances for doubtful accounts, depreciation 
and amortization, film ultimate revenues, home video and magazine returns, business combinations, pensions and other 
postretirement benefits, income taxes, contingencies and certain programming arrangements. 

Recently Issued Accounting Guidance 

Accounting for Rental Costs 

‘Accounting for Rental Costs Incurred during a Construction Period” (“FSP 13-1”). FSP 13-1 requires rental costs associated 
with ground or building operating leases that are incurred during a construction period be recognized as rental expense and 
included in income from continuing operations. FSP 13-1 is effective for fiscal periods beginning after December 15,2005. 
The provisions of FSP 13-1 are not expected to have a material impact on the Company’s consolidated financial statements. 

In October 2005, the Financial Accounting Standards Board (“FASB”) issued FASB Staff Position (“FSP”) 13-1, 

Conditional Asset Retirement Obligations 

Obligations - an Interpretation of FASB Statement No. 143” (“FIN 47”). FIN 47 clarifies the timing of liability recognition 
for legal obligations associated with the retirement of a tangible long-lived asset when the timing and/or method of settlement 
are conditional on a future event. The Company adopted the provisions of FIN 47 during 2005. The application of FIN 47 did 
not have a material impact on the Company’s consolidated financial statements. 

In March 2005, the FASB issued FASB Interpretation No. 47, “Accounting for Conditional Asset Retirement 

Stock-Based Compensation 

In December 2004, the FASB issued FASB Statement 123 (Revised 2004), “Share-Based Payment” (“FAS 123R). 
FAS 123R requires all companies to measure compensation costs for all share-based payments (including employee stock 
options) at fair value and recognize such costs in the statement of operations. The Company will adopt FAS 123R beginning 
January I,  2006 and elect the modified retrospective method of transition. This method of transition requires that the financial 
statements of all prior periods be adjusted on a basis consistent with the pro forma disclosures required for those periods by 
FASB Statement No. 123, “‘Accounting for Stock-Based Compensation,” the predecessor to FAS 123R. Through 
December 31,2005, the Company has accounted for stock-based compensation using the intrinsic value method set forth in 
Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB 25”). In accordance with 
APB 25 and related interpretations, compensation expense for stock options is generally recognized in income based on the 
excess, if any, of the quoted market price of the stock at the grant date of the award or other measurement date over the 
amount an employee must pay to acquire the stock. The compensation costs related to stock options recognized by the 
Company pursuant to APB 25 were minimal. As a result, the application of the provisions of FAS 123R will have a 
significant impact on reported net income and earnings per share. See ”Stock-Based Compensation’’ for the pro forma impact 
if compensation costs for the Company’s stock option plans had been determined based on the fair value method set forth in 
FAS 123. 
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Use of Residual Metbod in Fair Value Determinations 

In September 2004, the Emerging Issue Task Force (“ETlF’) issued Topic No. D-108, “Use of the Residual Method to 
Value Acquired Assets Other than Goodwill” (‘Topic D-108”). Topic D-108 requires the direct value method, rather than the 
residual value method, be used to value intangible assets other than goodwill for such assets acquired in business 
combinations completed after September 29,2004. Under the residual value method, the fair value of the intangible asset is 
determined to be the difference between the enterprise value and the fair value of all other separately identifiable assets; 
whereas, under the direct value method all intangible assets are valued separately and directly. Topic D-I08 also requires that 
registrants who have applied the residual method to the valuation of intangible assets for purposes of impairment testing shall 
perform an impairment test using the direct value method on all intangible assets. Previously, the Company had used a 
residual value methodology to value cable franchise and sports franchise intangible assets. Pursuant to the provisions of 
Topic D-108, the income methodology used to value the cable franchises entails identifying the discrete cash flows related to 
such franchises and discounting them back to the valuation date. Market and income-based methodologies are used to value 
sports franchises. The provisions of Topic D-108 did not affect the consolidated financial statements. 

Consolidation of Variable Interest Entities 

Interpretation of ARB No. 51 ,” (as revised, “FZN 46R), the Company began consolidating the operations of America Online 
Latin America, Inc. (“AOLA”) as of March 31,2004. AOLA is a publicly traded entity whose significant shareholders 
include the Company, AOL, the Cisneros Group (a private investment company) and Banco Itau (a leading Brazilian bank). 
AOLA provides online services principally to customers in Brazil, Mexico, Puerto Rico and Argentina. During 2005, AOLA 
filed a voluntary petition for relief under Chapter I I of the US. Bankruptcy Code and has announced that it intends to 
liquidate, sell or wind up its operations. For the year ended December 31,2005, the Company recorded a $24 million noncash 
goodwill impairment charge related to the wind down of AOLA’s operations. The Company has no obligation to provide 
additional funding for AOLA’s operations, and the creditors of AOLA have no recourse to the Company. 

In accordance with the transition provisions of FIN 46R, the assets and liabilities of AOLA were recorded in the 
Company’s consolidated balance sheet as of March 31,2004, in the amounts at which they would have been canied if 
FIN 46R had been effective when the Company first met the conditions to be considered the primary beneficiary of AOLA. 
Upon consolidating the balance sheet of AOLA, the Company recorded incremental assets of approximately $85 million and 
liabilities of $29 million, with the difference of $56 million recognized as the pretax cumulative effect of an accounting 
change ($34 million on an after-tax basis). Prior periods have not been restated. The Company consolidated the operating 
results of AOLA’s operations commencing April I ,  2004. In order to provide the time necessary to consolidate and evaluate 
the AOLA financial information, the AOLA financial statements are consolidated by the Company on a one-quarter time lag. 
For the year ended December 31,2005 and 2004, the Company recognized revenues of $50 million and $40 million, 
resjxdvely, and an Operating Loss of $I I million and $20 million, respectively, associated with AOLA. 

At December 3 1,2005, the Company had two entities deemed to be VIES for which the Company is not considered the 
primary beneficiary. At December 31,2005, these entities had total assets of $35 million and total liabilities of $30 million. 
In addition, in 2005 these entities had total revenues of $159 million and a net loss of $85 million. 

Pursuant to the provisions of FASB Interpretation No. 46, “Consolidation of Variable Interest Entities - an 
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Summary of Significant Accounting Policies 

Cash and Equivalents 

original maturities of three months or less. Cash equivalents are carried at cost, which approximates fair value. 
Cash equivalents consist of commercial paper and other investments that are readily convertible into cash and have 

Restricted Cash 

settle any related shareholder or securities litigation. The fund was reflected as Restricted cash on the Company’s 
accompanying consolidated balance sheet at December 31,2004. During October 2005, the $150 million was transferred by 
the Company into the MSBI Settlement Fund for the members of the class covered by the consolidated securities class action 
as described in Note 17. 

In 2004, as part of the Company’s settlement with the DOJ, the Company established a $150 million fund to be used to 

Investments 

Investments in companies in which Time Warner has significant influence, but less than a controlling voting interest, are 
accounted for using the equity method. This is generally presumed to exist when Time Warner owns between 20% and 50% 
of the investee. However, in certain circumstances, Time Warner’s ownership percentage exceeds 50% but the Company 
accounts for the investment using the equity method because the minority shareholders hold certain rights that allow them to 
participate in certain operations of the business. 

Under the equity method, only Time Warner’s investment in and amounts due to and from the equity investee are 
included in the Consolidated balance sheet; only Time Warner’s share of the investee’s earnings (losses) is included in the 
consolidated operating results; and only the dividends, cash distributions, loans or other cash received from the investee, 
additional cash investments, loan repayments or other cash paid to the investee are included in the consolidated cash flows. In 
circumstances in which the Company’s ownership in an investee is in the form of a preferred security or otherwise senior 
security, Time Warner’s share in the investee’s income or loss is determined by applying the equity method of accounting 
using the “hypothetical-liquidation-at-book-value” method. Under the hypothetical-liquidation-at-book-value method, the 
investor’s share of earnings or losses is determined based on changes in the investor’s claim in the book value of the investee. 
Additionally, the carrying value of investments accounted for using the equity method of accounting is adjusted downward to 
reflect any other-than-temporary declines in value (see “Asset Impairments” below). 

Investments in companies in which Time Warner does not have a controlling interest or is unable to exert significant 
influence are accounted for at market value if the investments are publicly traded and any resale restrictions are less than one 
year (“available-for-sale investments”). If there are resale restrictions greater than one year or if the investment is not publicly 
traded then the investmenf is accounted for at cost. Unrealized gains and losses on investments accounted for at market value 
are reported, net-of-tax, in the accompanying consolidated statement of shareholders’ equity as a component of Accumulated 
other comprehensive income, net until the investment is sold or considered impaired (see “Asset Impairments” below), at 
which time the realized gain or loss is included in Other income, net. Dividends and other distributions of earnings from both 
at-market-value investments and investments accounted for at cost are included in Other income, net when declared. 

Accounts Receivable Securitization Facilities 

available accounts receivable. These securitization transactions are accounted for as sales in accordance with FASB 
Statement No. 140, “Accounting for Transfers and Servicing of Financial Assets and 

Time Warner has certain accounts receivable securitization facilities that provide for the accelerated receipt of cash on 
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Extinguishments of Liabilities - a replacement of FASB Statement No. 125” (“FAS 140”), because the Company has 
relinquished control of the receivables. For further information, see Note 8. 

Derivative Instruments 

The Company accounts for derivative instruments in accordance with FASB Statement No. 133, “Accounting for 
Derivative Instruments and Hedging Activities” (“FAS 133”), FASB Statement No. 138, “Accounting for Certain Derivative 
Instruments and Certain Hedging Activities - an amendment of FASB Statement No. 133” (“FAS 138), and FASB 
Statement No. 149, “Amendment of Statement I33 on Derivative Instruments and Hedging Activities” (”FAS 149”). These 
pronouncements require that all derivative instruments be recognized on the balance sheet at fair value. In addition, these 
pronouncements provide that for derivative instruments that qualify for hedge accounting, changes in the fair value will either 
be offset against the change in fair value of the hedged assets, liabilities or firm commitments through earnings or recognized 
in sharehoIders’ equity as a component of accumulated other comprehensive income. net until the hedged item is recognized 
in earnings, depending on whether the derivative is being used to hedge changes in fair value or cash flows. The ineffective 
portion of a derivative’s change in fair value will be immediately recognized in earnings. The Company uses derivative 
instruments principally to manage the risk associated with movements in foreign currency exchange rates, the risk that 
changes in interest rates will affect the fair value or cash flows of its debt obligations and equity price risk in the Company’s 
investment holdings. See Note 15 for additional information regarding derivative instruments held by the Company and risk 
management strategies. 

Financial Instruments 

Based on the level of interest rates prevailing at December 31,2005, the fair value of Time Warner’s fixed-rate debt 
exceeded its carrying value by $1.531 billion (Note 8). Additionally, certain differences exist between the carrying value and 
fair value of the Company’s other financial instruments; however, these differences are not significant at December 31,2005. 
The fair value of financial instruments is generally determined by reference to market values resulting from trading on a 
national securities exchange or in an over-the-counter market. In cases where quoted market prices are not available, fair 
value is based on estimates using present value or other valuation techniques. 

Property, Plant and Equipment 

labor and overhead. Depreciation, which includes amortization of capital leases, is provided generally on the straight-line 
method over useful lives ranging up to 40 years for buildings and related improvements and up to 16 years for furniture, 
fixtures and other equipment. For cable television plant upgrades and cable converters and modems, depreciation is provided 
generally over useful lives of 16 and 3-4 years, respectively. Time Warner evaluates the depreciation periods of property, 
plant and equipment to 

Property, plant and equipment are stated at cost. Additions to property, plant and equipment generally include material, 
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I determine whether events or circumstances warrant revised estimates of useful lives. Property, plant and equipment, 
including capital leases, consists of: 

Land and buildings 
Cable television equipment 
Furniture. fixtures and other equipment 

Less accumulated depreciation 
TotaI 

Deee3nber31, 
2005 2004 

(millins) 
$ 3,292 $ 3,203 

11,415 10,168 
7,527 6,696 

22,234 20,067 
(8,558) (6,973) 

$ 13,676 $ 13,094 

Capitalized Software Costs 

the costs associated with coding, software configuration, upgrades and enhancements, are included in Property, plant and 
equipment in the accompanying consolidated balance sheet. 

AOL's subscription services are comprised of various features, which contribute to the overall functionality of the 
services. AOL capitalizes costs incurred for the production of computer software that generates the functionality within its 
products. Capitalized costs typically include direct labor and related overhead for software produced by AOL, as well as the 
cost of software purchased from third parties. Costs incurred for a product prior to the determination that the product is 
technologically feasible (research and development costs), as well as maintenance costs for established products, are 
expensed as incurred. Once technological feasibility has been established. such costs are capitalized until the software has 
completed testing and is mass-marketed. Amortization is provided on a product-by-product basis using the greater of the 
straight-line method or the current year revenue as a percentage of total revenue estimates for the related software product, 
not to exceed five years, commencing the month after the date of the product release. Included in costs of revenues are 
research and development costs totaling $123 million in 2005, $134 million in 2004 and $139 million in 2003. The total net 
book value of capitalized software costs was $1 89 million and $237 miIlion as of December 3 1,2005 and December 3 I ,  
2004, respectively. Such amounts are included in Other assets in the accompanying consolidated balance sheet. Amortization 
of capitalized software costs was $165 million in 2005, $210 milIion in 2004 and $194 million in 2003. 

Time Warner capitalizes certain costs incurred for the development of internal use software. These costs, which include 

Intangible Assets 

significant number of intangible assets, including cable television and sports franchises, film and television libraries and other 
copyrighted products, trademarks and customer subscriber lists. In accordance with GAAP, =me Warner does not recognize 
the fair value of internally generated intangible assets. Costs incurred to create and produce copyrighted product, such as 
feature films and television series, generally are either expensed as incurred or capitalized as tangible assets, as in the case of 
cash advances and inventoriable product costs. However, accounting recognition is not given to any increase in asset value 
that may be associated with the collection of the underJying copyrighted material. Additionally, costs incurred to create or 
extend brands, such as magazine titles and new television networks, generally result in losses over an extended development 
period and are recognized as a reduction of income as incurred, while any corresponding brand value created is not 
recognized as an intangible asset in the consolidated balance sheet. However, intangible assets acquired in business 
combinations accounted for under the purchase method of accounting are recorded at fair value on the Company's 

As a creator and distributor of branded information and copyrighted entertainment products, Time Warner has a 

I consolidated balance sheet. 
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Asset Impairments 

Investments 

The Company’s investments consist of fair-value investments, including available-for-sale investments, investments 
accounted for using the cost method of accounting and investments accounted for using the equity method of accounting. The 
Company regularly reviews its investment securities for impairment based on criteria that include the extent to which 
carrying value exceeds its related market value, the financial condition of the investee, and the intent and ability to retain the 
investment for a sufficient period of time to allow for recovery in the market value of the investments. For more information, 
see Note 6. 

Long- Lived Assets 

Long-lived assets are tested for impairment whenever events or changes in circumstances indicate that the related 
carrying amounts may not be recoverable. Determining the extent of an impairment, if any, typically requires various 
estimates and assumptions including cash flows directly attributable to the asset, the useful life of the asset and residual 
value, if any. When necessary, we use internal cash flow estimates, quoted market prices and appraisals, as appropriate, to 
determine fair value. 

Goodwill and Indefinite-Lived Intangible Assets 

Goodwill and other indefinite-lived intangible assets, primarily certain franchise assets, trademarks and brand names, are 
tested annually as of December 3 1 and whenever events or circumstances make it more likely than not that an impairment 
may have occurred, such as a significant adverse change in the business climate or a decision to sell or dispose of the unit. 
Estimating fair value is performed by utilizing various valuation techniques, with the primary technique being a discounted 
cash flow. The use of a discounted cash flow model often involves the use of significant estimates and assumptions. For more 
information, see Note 2. 

Accounting for Pension Plans 

Time Warner and certain of its subsidiaries have defined benefit pension plans covering a majority of domestic 
employees and, to a lesser extent, international employees. Pension benefits are based on formulas that reflect the employees’ 
years of service and compensation during their employment period and participation in the plans. The pension expense 
recognized by the Company is determined using certain assumptions, including the expected long-term rate of return on plan 
assets, the discount rate used to determine the present value of future pension benefits and the rate of compensation increases. 
The determination of these assumptions is discussed in more detail in Note 13. 

Revenues and Costs 

AOL 

Subscription revenues are recognized over the period that services are provided. Advertising and Other revenues are 
recognized as the services are performed or when the goods are delivered. AOL generates Advertising revenues by directly 
selling advertising or through transaction-based arrangements. Advertising revenues related to advertising sold by AOL is 
generally categorized into two types of contracts: standard and nonstandard. The revenues derived from standard advertising 
contracts, in which AOL provides a minimum number of impressions for a fixed fee, are recognized as the impressions are 
delivered. The revenues derived from nonstandard advertising contracts, which provide caniage, advisory services, premier 
placements and exclusivities, navigation benefits, brand affiliation and other benefits, are recognized on a straight-line basis 
over the term of the contract, provided that AOL is meeting its obligations under the contract (e.g., delivery of impressions). 
In cases where refund arrangements exist, upon the expiration of the condition related to the refund, revenue directly related 
to the refundable fee is recognized on a straight-line basis over the remaining 
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term of the agreement. Transaction-based arrangements generally involve either arrangements in which AOL perfoms 
advertising and promotion through prominent display of a customer’s content or search results on one of AOL‘s services, or 
arrangements in which AOL‘s Advertising.com, Inc. (“Advertising-com”) subsidiary purchases and resells advertising on a 
third-party website. As compensation for display of a partner’s content or search results, AOL is paid a share of the partner’s 
advertising revenues. For performance-based advertising, AOL is paid an agreed to fee based on customer specified results, 
such as registrations or sales leads. Advertising revenues related to these transaction-based arrangements is recognized when 
the amount is determinable (Le., generally when performance reporting is received from the partner). Deferred revenue 
consists primarily of prepaid advertising fees and monthly and annual prepaid subscription fees billed in advance. 

charge as a result of purchasing a product from the commerce partner, AOL records Subscription revenues, based on net 
amounts received from the commerce partner, if any, on a straight-line basis over the term of the service contract with the 
subscriber. 

The accounting rules for advertising barter transactions require that historical cash advertising of a similar nature exist in 
order to support the recognition of advertising barter revenues. The criteria used by the accounting rules used to determine if 
a barter and cash transaction are considered “similar” include circulation, exposure or saturation within an intended market, 
timing, prominence, demographics and duration. In addition, when a cash transaction has been used to support an equivalent 
quantity and dollar amount of barter revenues, the same cash transaction cannot serve as evidence of fair value for any other 
barter transaction. While not required by the accounting rules, AOL management adopted a more conservative policy by 
establishing an additional size criterion to the determination of “similar.” Pursuant to such criterion, beginning in the second 
quarter of 2003, an individual cash advertising transaction of comparable average value or higher value must exist in order 
for revenue to be recognized on an intercompany advertising barter transaction. Said differently, no intercompany advertising 
barter revenue is recognized if a cash advertising transaction of comparable average value or higher value has not been 
entered into in the past six months, even if all of the other accounting criteria have been satisfied. 

For promotional programs in which consumers are typically offered a subscription to AOL‘s subscription services at no 

Cable 

Subscriber fees (for video programming, high-speed data and Digital Phone) are recorded as revenue in the period that 
the service is provided, and Advertising revenues, including advertising purchased by programming vendors, are recognized 
in the period that the advertisements are exhibited. Video programming costs are recognized as the services are provided 
based on TWC Inc.3 contractual agreements with programming vendors. However, circumstances may arise for which 
management is required to estimate the programming costs due to the expiration of a programming contract. During periods 
in which a programming contract has expired and TWC Inc. continues to carry the programming vendor, management must 
utilize its best judgment to record the appropriate amount of programming expense. When the programming contract terms 
are finalized, an adjustment to programming expense is recorded, if necessary, to reflect the terms of the new contract. 
Management must also make estimates in the recognition of programming expense related to other items, such as the 
accounting for free periods, “most favored nation” clauses and service interruptions. 

line basis over the life of the related programming arrangement. Fees received from programming vendors representing the 
reimbursement of marketing costs specifically incurred by TWC Inc. in promoting the programming service are recognized 
as a reduction in marketing expense as the marketing services are provided. 

Launch fees received by the Company from programming vendors are recognized as a reduction of expense on a straight- 
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Publishing 

Magazine Subscription and Advertising revenues are recognized at the magazine cover date. The unearned portion of 
magazine subscriptions is deferred until the magazine cover date. Upon cover date, a proportionate share of the gross 
subscription price is included in revenues, net of any commissions paid to subscription agents. Also included in Subscription 
revenues are revenues generated from single-copy sales of magazines through retail outlets such as newsstands, 
supermarkets, convenience stores and drugstores, which may or may not result in future subscription sales. 

Revenues from such sales are recognized when the products are shipped, based on gross sales less a provision for future 
estimated returns based on historical experience. 

Inventories of books and other merchandise are stated at the lower of cost or estimated realizable value. Cost is 
determined using primarily the first-in, first-out method, or alternatively the average cost method. Returned goods included in 
inventory are valued at estimated realizable value, but not in excess of cost. See Note 7 for additional discussion of inventory. 

Certain products, such as books and other merchandise, are sold to customers with the right to return unsold items. 

Networks 

The Networks segment recognizes Subscription revenues as services are provided based on the per subscriber negotiated 

In the normal course of business, the Networks segment enters into long-term license agreements to acquire programming 

contractual programming rate for each affiliate and the estimated number of subscribers at the respective affiliate. 

rights. An asset and liability related to these rights are created (on a discounted basis) when (i) the cost of each program is 
reasonably determined, (ii) the program material has been accepted in accordance with the terms, and (iii) the program is 
available for its first showing or telecast. As discussed below, there are slight variations in the accounting depending on 
whether the network is advertising supported (e.g., TNT, TBS, The WB Television Network (“The WB Network”) or not 
advertising supported (e.g., HBO). 

For advertising-supported networks, the Company’s general policy is to amortize the programming costs on a straight- 
line basis (or per play basis if greater) over the licensing period. There are, however, exceptions to this general rule. For 
example, because of the significance of the rights fees paid for sports programming licensing arrangements (e.g., NE3A and 
MLB), programming costs are amortized using an income-forecast model, in which total revenue generated under the sports 
programming is estimated and the costs associated with this programming are amortized as revenue is earned, based on the 
relationship that the programming costs bear to total estimated revenues, which approximates the pattern with which the 
network will utilize and benefit from providing the sports programming. In addition, based on historical advertising sales, the 
Company believes that, for certain types of programming, the initial airing has more value than subsequent airings. In these 
circumstances, the Company will use an accelerated method of amortization. Additionally, if the Company is licensing the 
right to air a movie multiple times over a certain period and the movie is being shown to the public for the first time on a 
Company network (a “Premiere Movie”), a portion of the licensing cost is amortized on the initial airing of the movie, with 
the remaining cost amortized on a straight-line basis (or per play basis, if greater) over the remaining licensing period. The 
determination of the amount of amortization to accelerate in the fmt showing versus subsequent showings has been 
determined based on a study of historical advertising sales for similar programming. 

on a straight-line basis in the year that the related shows are exhibited. When the Company has the right to exhibit feature 
theatrical programming in multiple windows over a number of years, 

For a premium cable network that is not advertising supported (e.g., HBO). programming costs are generally amortized 
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the Company uses historical audience performance as its basis for determining the amount of a film’s programming 
amortization attributable to each window. 

The Company records programming arrangements (e.g., film inventory, sports rights, etc.) at the lower of unamortized 
cost or estimated net realizable value. For broadcast television networks (e.g., The WB Network) whose primary source of 
revenue is advertising, the Company estimates the net realizable value of unamortized cost based on the estimated advertising 
that can be sold during the season in which the package of programming is aired. For cable networks (e.g., TBS, TNT, etc.), 
that e m  both Advertising and Subscription revenues, the Company evaluates the net realizable value of unamortized cost 
based on the package of programming provided to the subscribers by the network. Specifically. in determining whether the 
programming arrangements for a particular network are impaired, the Company determines the net realizable value for all of 
the network’s programming arrangements based on a projection of the network‘s estimated combined subscription revenues 
and advertising revenues. Similarly, given the premise that customers subscribe to a premium service because of the overall 
quality of its programming, the Company perfoms its evaluation of the net realizable value of unamortized programming 
costs based on the package of programming provided to the subscribers by the network. Specifically, the Company 
determines the net realizable value for all of its premium service programming arrangements based on projections of 
estimated subscription revenues. 

Filmed Entertainment 

Feature films are produced or acquired for initial exhibition in theaters, followed by distribution in the pay-per-view, 
home video, pay cable, basic cable, broadcast network and syndicated television markets. Generally, distribution to the 
theatrical, home video, pay cable and broadcast network markets is completed principally within three years of initial release. 
Thereafter, feature films are distributed to the basic cable and syndicated television markets. Theatrical revenues are 
recognized as the films are exhibited. Revenues from home video sales are recognized at the later of the delivery date or the 
date that video units are made widely available-for-sale or rental by retailers based on gross sales less a provision for 
estimated future returns. Revenues from the distribution of theatrical product to cable, broadcast network and syndicated 
television markets are recognized when the films are available to telecast. 

syndication and may be subsequendy licensed to foreign or domestic cable and syndicated television markets, as well as sold 
on home video. Revenues from the distribution of television product are recognized when the fiims or series are available to 
telecast, except for barter agreements where the recognition of revenue is deferred until the related advertisements are 
exhibited. Similar to theatrical home video sales, revenue from home video sales of television films and series is recognized 
at the later of the delivery date or the date that video units are made widely available-for-sale or rental by retailers less a 
provision for estimated returns. 

License agreements for the telecast of theatrical and television product in the cable, broadcast network and syndicated 
television markets are routinely entered into well in advance of the available date for telecast, which is generaily determined 
by the telecast privileges granted under previous license agreements. Accordingly, there arc. significant contractual rights to 
receive cash ;tnd barter under these licensing agreements. For cash contracts, the related revenues (which are discounted 
based on when cash will be collected) will not be recognized until such product is available for telecast under the contractual 
terms of the related license agreement. For barter contracts, the related revenues will not be recognized until the product is 
available for telecast and the advertising spots received under such contracts are either used or sold to third parties. All of 
these contractual rights for which revenue is not yet recognizable are referred to as “backlog.” 

Television films and series are initially produced for broadcast networks, cable networks or first-run television 
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Inventories of theatrical and television product consist of videocassettes. DVDs and compact video discs and are stated at 
the lower of cost or net realizable value. Returned goods included in inventory are valued at estimated realizable value, but 
not in excess of cost. 

Film costs include the unamortized cost of completed theatrical films and television episodes, theatrical films and 
television series in production and film rights acquired for the home video market. Film costs principally consist of d i t  
production costs, production overhead, development and pre-production costs, and are stated at the lower of cost, less 
accumulated amortization, or fair value. The amount of capitalized film costs recognized as cost of revenues for a given film 
as it is exhibited in various markets, throughout its life cycle, is determined using the film forecast method. Under this 
method, the amount of capitalized costs recognized as expense is based on the proportion of the film’s revenues recognized 
for such period to the film’s estimated remaining ultimate revenues. Similarly, the recognition of expenses for participations 
and residuals is recognized based on the proportion of the film’s revenues recognized for such period to the film’s estimated 
remaining ultimate revenues. These estimates are revised periodically and losses, if any, are provided in full. See Note 7 for 
additional details of film costs. 

arrangements, which are referred to as co-financing arrangements, take various forms; however, in most cases, the form of 
the arrangements is the d e  of a copyright interest in a film to a joint venture investor. The Filmed Entertainment segment 
records the amounts received for the sale of the copyright interest as a reduction of the cost of the film, as such investors 
assume full risk for that portion of the film asset acquired in these transactions. 

A portion of the costs of acquiring Historic TW Inc. (“Historic Tur’) in 2001 and of acquiring the remaining Time 
Warner Entertainment Company, L.P. (‘TWE”) content assets in 2003 were allocated to theatrical and television product, 
including purchased program rights and product that had been exhibited at least once in all markets (“Library”). Library 
product is amortized in amortization expense using the film-forecast method. See Note 2 for additional details of Library. 

From time to time, the Company enters into arrangements with third parties to jointly finance theatrical production. These 

Barter Transactions 

Time Warner enters into transactions that either exchange advertising for advertising (“Advertising Barter”) or 
advertising for other products and services (“Non-advertising Barter”). Advertising Barter transactions are recorded at the 
lesser of estimated fair value of the advertising received or given in accordance with the provisions of EITF Issue No. 99-37, 
“Accounting for Advertising Barter Transactions.” Revenue from barter transactions is recognized when advertising is 
provided, and services received are charged to expense when used. Revenues for Non-advertising Barter transactions are 
recognized at the estimated fair value when the product is available for telecast and the advertising spots received under such 
contracts are- either used or sold to third parties. Revenue from barter transactions is not material to the Company’s 
consolidated statement of operations for any of the periods presented herein. 

Multiple-Element Transactions 

Multiple-element transactions within Time Warner fall broadly into three categories: 

1. Contemporaneous purchases and sales. The Company sells a product or service (e.g., advertising services) to a 
customer and at the same time purchases goods or services and/or makes an investment in that customer. 

2. Sales of multiple products or services. The Company sells multiple products or services to a counterparty (e.g., Cable 
sells video, digital phone and high-speed Internet access services to a customer). 
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3. Purchases of multiple products or services, or the settlement of an outstanding item contemporaneous with the 
purchase of a product or service. The Company purchases multiple products or services from a counterparty (e.g., the 
Networks segment licenses a group of films from a counterparty to show over a period of time). 

Contemporaneous Purchases and Sales 

In the normal course of business, Time Warner enters into transactions in which it purchases a product or service and/or 
makes an investment in a customer and at the same time negotiates a contract for the sale of advertising, or other product, to 
the customer. Contemporaneous transactions may also invoive circumstances where the Company is purchasing or selling 
goods and services and settling a Company dispute. For example, the AOL segment may have negotiated for the sale of 
advertising at the same time it purchased goods or services and/or made an investment in a counterparty. Similarly, when 
negotiating programming arrangements with cable networks, the Company’s Cable segment may negotiate for the sale of 
advertising to the cable network. 

such arrangements, the Company looks to the guidance contained in the following authoritative literature: 
Arrangements, although negotiated contemporaneously, may be documented in one or more contracts. In accounting for 

APB Opinion No. 29, “Accounting for Nonmonetary Transactions” (“APB 29”); 

FASB Statement 153, “Exchanges of Nonmonetary Assets - an amendment of APB Opinion No. 29” (“FAS 153”); 

* Emerging Issues Task Force (‘‘Em) Issue No. 01-09, “Accounting for Consideration Given by a Vendor to a 

0 ElTF Issue No. 02-16, “Accounting by a Customer (Including a Reseller) for Certain Consideration Received from a 

The Company accounts for each transaction negotiated contemporaneously based on the respective fair values of the 
goods or services purchased and the goods or services sold. If the Company is unable to determine the fair value of one or 
more of the elements being purchased, revenue recognition is limited to the total consideration received for the products or 
services sold less supported payments. For example, if the Company sells advertising to a customer for $10 million in cash 
and contemporaneously enters into an arrangement to acquire software for $2 million from the same customer, but fair value 
for the software cannot be reliably determined, the Company would limit the recognized advertising revenue to $8 million 
and would ascribe no value to the software acquisition. As another example, if the Company sells advertising to a customer 
for $10 million in cash and contemporaneously invests $2 million in the equity of that same customer at fair value, the 
Company would recognize advertising revenue of $10 million and would asmhe $2 million to the equity investment. 
Accordingly, the judgments made in determining fair value in such arrangements impact the amount and period in which 
revenues, expenses and net income are recognized over the term of the contract. 

In determining the fair value of the respective elements, the Company refers to quoted market prices (where available), 
historical transactions or comparable cash transactions. In addition, the existence of price protection in the form of “most 
favored nation” clauses or similar contractual provisions are generally indicative that the stated terms of a transaction are at 
fair value. 

Customer” (“EITF 01 -09”); and 

Vendor” (“ElTF 02-16”). 

Further, in a contemporaneous purchase and sale transaction, evidence of fair value for one element of a transaction may 
provide support for the fair value of the other element of a transaction. For example, if the Company sells advertising to a 
customer and contemporaneously invests in the equity of that same customer, 
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evidence of the fair value of the investment may implicitly support the fair value of the advertising sold, since there are only 
two elements in the arrangement. 

Sales of Multiple Products or Services 

The Company’s policy for revenue recognition in instances where multiple deliverables are sold contemporaneously to 
the same counterparty is in accordance with ElTF Issue No. 00-21, “Revenue Arrangements with Multiple Deliverables,” and 
SEC Staff Accounting Bulletin No. 104, “Revenue Recognition.” Specifically, if the Company enters into sales contracts for 
the sale of multiple products or services, then the Company evaluates whether it has objective fair value evidence for each 
deliverable in the transaction. If the Company has objective fair value evidence for each deliverable of the transaction, then it 
accounts for each deliverable in the transaction separately, based on the relevant revenue recognition accounting policies. 
However, if the Company is unable to determine objective fair value for one or more undelivered elements of the transaction, 
the Company generally recognizes revenue on a straight-line basis over the term of the agreement. For example, the AOL 
division might enter into an agreement for broadband service that includes AOL providing a modem in connection with the 
service and the subscriber paying an upfront fee as well as monthly charges. Because AOL is providing both a product and a 
service, revenue is allocated to the modem and service based on relative fair value. 

Purchases of Multiple Products or Services 

The Company’s policy for cost recognition in instances where multiple products or services are purchased 
contemporaneously from the same counterparty is consistent with its policy in instances where the Company sells multiple 
deliverables to a customer. Specifically, if the Company enters into a contract for the purchase of multiple products or 
services, the Company evaluates whether it has objective fair value evidence for each product or service being purchased. If 
the Company has objective fair value evidence for each product or service being purchased, it accounts for each separately, 
based on the relevant cost recognition accounting policies. However, if the Company is unable to determine objective fair 
value for one or more of the purchased elements, the Company generally recognizes the cost of the transaction on a straight- 
line basis over the term of the agreement. For example, the Networks segment licenses from a film production company the 
rights to a group of films and episodic series to run as content on its segment. Because the Networks segment is purchasing 
multiple products that will be aired over varying times and periods, the cost is allocated among the films and episodic series 
based on the relative fair value of each product being purchased. Each allocated amount is then accounted for in accordance 
with the Networks segment’s accounting policy for that specific type of deliverable. 

This policy would also apply in instances where the Company settles an outstanding disagreement at the same time the 
Company purchases a product or service from that same counterparty. For example, the Cable segment settles a dispute on an 
existing programming contract with a programming vendor at the same time that it is renegotiating a new programming 
contract with the same programming vendor. Because the Cable segment is making payments for both the settlement of an 
existing programming contract and for carriage under a new programming contract, the amount agreed to be paid is allocated 
between the settlement of the preexisting programming contract and the carriage under the new programming contract. The 
amount allocated to the settlement of the preexisting programming contract would be recognized immediately, whereas the 
amount allocated to the caniage under the new programming contract would be accounted for prospectively, consistent with 
the accounting for other similar programming agreements. 

Gross versus Net Revenue Recognition 

In the normal course of business, the Company acts as or uses an intermediary or agent in executing transactions with 
third parties. Pursuant to ElTF No. 99-19, “Reporting Revenue Gross as a Principal versus Net as an Agent,” such 
transactions are recorded on a gross or net basis depending on whether the Company is 
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acting as the principal in a transaction or acting as an agent in the transaction. The Company serves as the principal in 
transactions in which it has substantial risks and rewards of ownership and, accordingly, records revenue on a gross basis. For 
those transactions in which the Company does not have substantial risks and rewards of ownership, the Company is 
considered an agent in the transaction and, accordingly, records revenue on a net basis. To the extent that revenues are 
recorded on a gross basis, any commissions or other payments to third parties are recorded as expenses so that the net amount 
(gross revenues less expenses) is reflected in Operating Income. Accordingly, the impact on Operating Income is the same 
whether the Company records revenue on a gross or net basis. 

Advertising Costs 

Time Warner expenses advertising costs as they are i n c u d ,  which is when the advertising is exhibited or aired. 
Advertising expense to third-parties was $5.171 billion in 2005, $4.952 billion in 2004 and $4.557 billion in 2003. In 
addition, the Company had advertising costs of $129 million at December 31,2005 and $145 million at December 31,2004 
recorded in Prepaid and other current assets on its consolidated balance sheet, which primarily related to prepaid advertising. 

Income Taxes 

Income Taxes.” Under this method, income taxes (;.e., deferred tax assets, deferred tax liabilities, taxes cumntly 
payabldrefunds receivable and tax expense) are recorded based on amounts refundable or payable in the current year and 
include the results of any difference between GAAP and tax reporting. Deferred income taxes reflect the tax effect of net 
operating loss, capital loss and general business credit canyforwards and the net tax effects of temporary differences between 
the carrying amount of assets and liabilities for financial statement and income tax purposes, as determined under enacted tax 
laws and rates. Valuation allowances are established when management determines that it is more likely than not that some 
portion or all of the deferred tax asset will not be realized. The financial effect of changes in tax laws or rates is accounted for 
in the period of enactment. The subsequent realization of net operating loss and general business credit canyforwards 
acquired in acquisitions accounted for using the purchase method of accounting is recorded as a reduction of goodwill. 
Investment tax credits earned are offset against the cost of inventory or property acquired or produced. Research and 
development credits are recorded based on the amount of benefit the Company believes is probable of being earned. The 
majority of such research and development benefits were recorded to shareholders’ equity as they resulted from stock option 
deductions for which such amounts are recorded as an increase to additional paid-in-capital. 

Income taxes are provided using the asset and liability method prescribed by FASB Statement No. 109, “Accounting for 

Comprehensive Income (Loss) 

Comprehensive income (loss) is reported on the accompanying consolidated statement of shareholders’ equity as a 
component of retained earnings (accumulated deficit) and consists of net income (loss) and other gains and losses affecting 
shareholders’ equity that, under GAAP, are excluded from net income (loss). For Time Warner, such items consist primarily 
of unrealized gains and losses on marketable equity investments, gains and losses on certain derivative financial instruments, 
foreign currency translation gains (losses) and unfunded accumulated benefit obligations. 
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The following summary sets forth the components of other comprehensive income (loss), net of tax, accumulated in 
shareholders’ equity (in millions): 

Foreign 

Gabs (Losses)c.t 

Balance at December 3 1,2002 $ (328) 
2003 activity (77) 
Balance at December 31,2003 (405) 
2004 activity (66) 
Balance at December 3 1,2004 (47 1 1 
2005 activity 430 
Balance at December 3 1,2005 $ (41 1 

Nd Unrealipd 
e- 

(Losses) - 
securities 

$ 122 
(50) 

72 
582 
654 

(603) 
$ 51 

Net 
Accumulated 

Other 
Comprehensive 
lMvwne(Loss) 

$ (552) 
177 

W?005 includes an adjustment of $439 million for foreign c u m y  translation related to gocdwili and intangible assets, including amounts that relate to prior periods (Note 2). 

Stock-Based Compensation 

The Company follows FAS 123, and FASB Statement No. 148, “Accounting for Stock-Based Compensation, Transition 
and Disclosure.” The provisions of FAS 123 allow companies either to expense the estimated fair value of stock options or to 
continue to follow the intrinsic value method set forth in APB 25, but disclose the pro forma effect on net income (loss) had 
the fair value of the options been expensed. Time Warner has elected to continue to apply APB 25 in accounting for its stock 
option incentive plans. 

The Company uses the attribution method under FASB Interpretation No. 28, “Accounting for Stock Appreciation Rights 
and Other Variable Stock Option Award Plans,” in recognizing any compensation cost for its stock option incentive plans 
under APB 25 and in the FAS 123 pro forma disclosure below. Had compensation cost for Time Warner’s stock option plans 
been determined based on the fair value method set forth in FAS 123 (or FAS 123R. which will be adopted on January I ,  
2006), Time Warner’s net income and 
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I basic and diluted net income per common share would have been changed to the pro forma amounts indicated below: i 
Years Ended December 31, 

2005 u)o4 2003 

i ~millio~exccptpersbare 
-@ 

Net income, as reported $ 2,905 $ 3,364 $ 2,639 
Deduct: Total stock-based employee compensation expense determined under fair 

value based method for all awards, net of related &effects (184) (298) (548) 
Pro forma net income $ 2,721 $ 3,066 $ 2.091 - 
Basic net income per share: 

As reported 
Pro forma 

As reported 
Pro forma 

Diluted net income per share: 

$ 0.62 $ 0.74 $ 0.59 
$ 0.59 $ 0.67 - $ 0.46 

- 
$ 0.62 $ 0.72 $ 0.57 
$ 0.58 $ 0.65 $ 0.45 

For purposes of applying FAS 123 for the 2005 period, the Company has refined certain of its valuation approaches and 
inputs and believes such refinements are consistent with valuation techniques required under FAS 123R. As guidance and 
interpretations in the area of equity-based compensation evolve, the Company will continually assess its methodologies and 
processes in this area to ensure compliance with FAS 123R. Before the fnst quarter of 2005, the Company estimated the 
expected term of an option by computing the average period of time such options would remain outstanding from the grant 
date to the exercise date. The historical expected term was previously computed by segregating the employee base into two 
groups (senior executives and all other empIoyees). Beginning in the first quarter of 2005, the Company began to use 
historical exercise patterns of previously granted options in relation to stock price movements to derive an employee 
behavioral pattern used to forecast expected exercise dates. In evaluating expected employee exercise behavior and related 
expected exercise dates, the Company separated employees into four groups based on the number of options they were 
granted. The weighted average expected term assumption used for 2005 was 4.79 years from the date of grant as compared to 
3.60 years from the date of grant for 2004 and 3.1 I years from the date of grant in 2003. In addition, historically during 2004, 
the volatility assumption was calculated using an average of historic and implied volatilities. Expected volatility in 2003 was 
based on historic volatilities. Beginning in the first quarter of 2005, the Company determined the volatility assumption using 
implied volatilities based primarily on traded Time Warner options. The weighted average volatility assumption used for 
2005 was 24.5% as compared to a weighted average volatility assumption of 34.9% for 2004 and 53.9% for 2003. Had the 
Company used the methodologies employed in 2004 to estimate stock option valuation assumptions, the weighted average 
fair value of an option granted in 2005 would have increased by approximately 1%. 

Historically, the Company recognized pro forma stock-based compensation expense related to retirement-age-eligible 
employees over the award’s contractual vesting period. During the first quarter of 2005, based on recent accounting 
interpretations, the Company recorded a pro forma charge related to the accelerated amortization of the fair value of options 
granted in prior periods to certain retirement-age-eligible employees with no subsequent substantive service requirement 
(e.g., no substantive non-compete agreement). As a result, pro forma stock-based compensation expense for the year ended 
December 31,2005 reflects approximately $20 million, net of tax, related to the accelerated amortization of the fair value of 
options 
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granted in prior years to certain retirement-age-eligibIe employees with no subsequent substantive service requirement. In 
May 2005, the staff of the SEC announced that companies that previously followed the contractual vesting period approach 
must continue following that approach prior to adopting FAS I23R and apply the recent accounting interpretation to new 
grants that have retirement eligibility provisions only upon adoption of FAS 123R. As a result, pro forma stock-based 
compensation expense related to awards granted subsequent to March 31,2005 has been determined using the contractual 
vesting period. For the year ended December 31,2005, the impact of applying the contractual vesting period approach as 
compared to the approach noted in the recent accounting interpretations is not significant. 

Income Per Common Share 

Basic income per common share is computed by dividing the net income applicable to common shares after preferred 
dividend requirements, if any, by the weighted average of common shares outstanding during the period. Weighted-average 
common shares include shares of Time Warner’s common stock and Series LMCN-V common stock. Diluted income per 
common share adjusts basic income per common share for the effects of convertible securities, stock options, restricted stock 
and other potentially diJutive financial instruments, only in the periods in which such effect is dilutive. 

Set forth below is a reconciliation of basic and diluted income per common share before discontinued operations and 
cumulative effect of accounting change: 

Years Emled December 31, 
u)(H 2004 24303 

(millions, except per share amounts) 
Income before discontinued operations and cumulative effect of 

accounting change -basic and diluted , 

Average number of common shares outstanding -basic 
$ 2.905 $ 3,209 $ 3,146 

4,648.2 4,560.2 4,506.0 
Dilutive effect of stock options and restricted stock 41.4 57.4 55.2 
Dilutive effect of mandatorily convertible preferred stock 20.4 77. I 62.5 

Average number of common shares outstanding - diluted 4.7 10.0 4,694.7 4,623.7 
Income per common share before discontinued operations and 

cumulative effect of accounting change: 
Basic 
Diluted 

$ 0.62 
$ 0.62 

$ 0.70 
$ 0.68 

$ 0.70 
$ 0.68 

Certain reclassifications have been made to the prior years’ financial information to conform to the 2005 presentation. 

2. GOODWILL AND INTANGIBLE ASSETS 

significant number of intangible assets, including cable television and sports franchises, film and television libraries and other 
copyrighted products, trademarks and customer lists. FAS I42 requires that goodwill and intangible assets deemed to have an 
indefinite useful life be reviewed for impairment at least annually. 

a potential impairment by comparing the fair value of a reporting unit with its carrying 

As a creator and distributor of branded information and copyrighted entertainment products, Time Warner has a 

Goodwill impairment is determined using a two-step process. The first step of the goodwill impairment test is to identify 
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amount, including goodwill. The estimates of fair valne of a reporting unit, generally the Company’s operating segments, are 
determined using various valuation techniques, with the primary technique being a discounted cash flow analysis. A 
discounted cash flow analysis requires one to make various judgmental assumptions, including assumptions about future cash 
flows, growth rates and discount rates. The assumptions about future cash flows and growth rates are based on the 
Company’s operating segments’ budget and business plans, and varying perpetual growth rate assumptions for periods 
beyond the long-term business plan period. Discount rate assumptions are based on an assessment of the risk inherent in the 
future cash flows of the respective reporting units. In estimating the fair values of its reporting units, the Company also uses 
research analyst estimates, as well as comparable market analyses. If the fair value of a reporting unit exceeds its carrying 
amount, goodwill of the reporting unit is not deemed impaired and the second step of the impairment test is not performed. If 
the carrying amount of a reporting unit exceeds its fair value, the second step of the goodwill impairment test is performed to 
measure the amount of impairment loss, if any. The second step of the goodwill impairment test compares the implied fair 
value of the reporting unit’s goodwill with the carrying amount of that goodwill. If the carrying amount of the reporting 
unit’s goodwill exceeds the implied fair value of that goodwill, an impairment loss is recognized in an amount q u a l  to that 
excess. The implied fair value of goodwill is determined in the same manner as the amount of goodwill recognized in a 
business combination. That is, the fair value of the reporting unit is allocated to all of the assets and liabilities of that unit 
(including any unrecognized intangible assets) as if the reporting unit had been acquired in a business combination and the 
fair value of the reporting unit was the purchase price paid to acquire the reporting unit. 

The impairment test for other intangible assets not subject to amortization consists of a comparison of the fair value of the 
intangible asset with its carrying value. If the carrying value of the intangible asset exceeds its fair value, an impairment loss 
is recognized in an amount equal to that excess. The estimates of fair value of intangible assets not subject to amottization are 
determined using various discounted cash flow valuation methodologies. The most common among these is a “relief from 
royalty” methodology, which is used in estimating the fair value of the Company’s brands and trademarks, and income 
methodologies, which are used to value cable franchises. The income methodology used to value the cable franchises entails 
identifying the discrete cash flows related to such franchises and discounting them back to the valuation date. Market and 
income-based methodologies are used to value sports franchises. Significant assumptions inherent in the methodologies 
employed include estimates of royalty rates and discount rates. Discount rate assumptions are based on an assessment of the 
risk inherent in the respective intangible assets. Assumptions about royalty rates are based on the rates at which similar 
brands and trademarks are being licensed in the marketplace. 

During 2003, the Company recorded impairment losses of $31 8 million to reduce the carrying value of certain intangible 
assets of the Turner winter sports teams and certain goodwill and intangible assets of TWBG, which were recorded at the 
time of the merger of AOL and Historic TW (the “AOL-Historic TW Merger”). In addition, in December 2003, the Company 
recognized an impairment charge of approximately $1.1 billion to reduce the carrying value of the Music segment’s 
intangible assets, which is included in discontinued operations. These impairment charges were computed based on 
information received during the negotiations for sale of these businesses. The Company determined during its annual 
impairment reviews for goodwill, which occur in the fourth quarter, that no additional impairments existed at December 31, 
2005,2004 or 2003. 

The impairment charges were noncash in nature and did not affect the Company’s liquidity or result in non-compliance 
with respect to any debt covenants. 
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A summary of changes in the Company’s goodwill during the years ended December 31,2005 and 2004 by reportable 
segment is as follows (millions): 

AOL 
Cable 
Filmed Entertainment 
N e t w o r k s @ )  

Publishing@) 
Total 

AOL(0 
Cable 
Filmed Entertainment 
N e t w o r k d d )  
Publishing@) 
Total 

December 31, 
2004 

$ 3,027 
1,921 
5,2 18 

20,626 

Acquisitions & Tr8USl8tion 

267 
$ 39,667 $ 393 $ (24) $ 380 

8,875 256 - 

December 31, Aeqnisitiws& Deeeolbw 31, 
2uQ3 Adjwtmentsb) u)84 

$ 2,784 $ 243 $ 3,027 
1,909 12 1,921 
5,245 (27) 5,2 18 

20,742 (1 16) 20,626 
8,779 96 8,875 

$ 39,459 $ 208 $ 39,667 

December 31, 
2505 

$ 3,102 
1,906 
5,256 

20,754 
9,398 

$ 40,416 

Wncludes changes in estimates in deferred tax assets and liabilities acquired in purchase business combinations. with the net impact of increasing goodwill by approximately 

*)Relates to the $24 nullion impairment charge of AOLA g d i l  in the first quarter of 2005. 
‘‘)Includes an adjustment related to periods prim to January 1,2005. This adjustment had no impact on consolidated net income or cash Rows in the current or any prior period. In 

$207 million in 200s and decreasing goodwill by approximately $219 million in 2004. The adjusbnentsaffeued multiple segments. 

addition, the adjustment is IIOI considered material to the consolidated assets or equity of the current m MY pnh period. 
pximarily includes $174 miUion related 10 changes in valuation d net defemd tax liabitities related to historid purchase business combinations offset by a $39 million 

reduction, net of w. related to r e v d s  of purchase accounting reserves as well as the adjustments discussed in (a) above. 2004 p M 1 y  includes $31 million related to the 
purchase of the remaining mtcresc in Warner Channel Latin America and $29 million related to the emsotidation of Can000 Ne& Japan, offset by S2s miUion d a t e d  ro   he 
sale of the winter sports teams assets as wen as the adjustments discussed in (a) above. 

(“)2005 includes $1 1 I million at the Publishing segment related to the preliminary purrhase price allocation fa the aquisition of the remaining ownership interest in Essence 
Communications Fartnem (‘Essence”) and $75 million related to the preliminary purchzse price allocation for the aquisition of GNpo Editorial Expansi6n as well as the 
adjustments discussed in (a) above. 2004 primarily includes $94 million related to the purchase of an additional interest in Synapse Group, ILIC as well as the adjustments 
discussed in (a) above 

‘n2W4 primarily includes $269 million related to the purchase of Advertising.com and $24 million related to the consolidation of AOLA. which was subsequently impaired as 
discussed in (b) above, as well as the adjusbnents discussed in (a) above. 
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The Company's intangible assets and related accumulated amortization consisted of the following (millions): 

As of December 31,2005 As of Deeember 31, u)o4 
Accumulated AceumolsteB 

Gross AmOl-tiZfltiOIl~~) -- Net Gross Amortizahnta) Net 
Intangible assets subject to 

Film library 
Customer lists and other 

intangible assets @) 

Total 
Intangible assets 

not subject to 
amortiiption: 

amortimtion: 

Cable television franchises 

Brands, trademarks and 

Total 

sports franchises 

other intangible assets (c) 

$ 3,967 $ (1,064) $ 2,903 $ 3,967 $ (830) $ 3,137 

2,569 (I ,950) 619 2,316 (1,561) 755 -- 
$ 6,536 $ (3 ,O 14) A- $ 3522 $ 6,283 $ (2,391) $ 3,892 -- 

$31,368 $ ( 1,489) $29,879 $31,241 $ (1,489) $29,752 
282 (20) 262 282 (20) 262 

9,935 (263) -A 9,672 9 905 (263) 9,642 
$39,656 - $41,585 $ ( I  ,772) $39,813 $ 41,428 $ (1,772) -- -- 

1') Amonization of customer lists and aher intangible assets subject to amortizatiw is provided generalty on the straight-line method over their respective useful lives. The 
weighted-average useful life for customer lists is 5 years. The film library is amortized using the film fomcast mahod. The Company evaluates the useful lives of its finite- 
lived intangible assets each reponing period to determine whether events or circumstances warranf revised estimates of useful lives. 
Th change in 2005 includes $79 million related to fhe Trnevo, lnc. acquisition for acquired technology, $34 mitIion relafed to the prelimioary atlocWion of Esxnce 
goodwill to uadename and subscriber l i sp  $31 million related to the W~ldseed, W. acquisition for acquked tcchadogy and $30 million related to foreign cnrrenq 
hanslalion of intangibles at AOLE and IPC. The change in 2004 includes $206 million dated Io &e purchase of Advertisiog.com for "chnology ($98 million), advertiser 
aod publisher relathoships ($50 million). tradename ($40 million) and nonampete sgrpements ($18 million). 
The change in 2005 inCiudes $29 million related 10 intangibles at mC. As a result of increased compe&ion in the publishing businesr related to Certain magazine titfes. 
indehite-lived m&ename intangibles totaling approximately $1.3 billion will be assigned a 25 year finite life and begio lo be amortized smhg January 2006. Ihc impact 
of amortizing such &names in 2006 and beyond will be approximately $50 million annually. 

fb) 

fC) 
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3. SALE OF MUSIC SEGMENT 

On October 24,2003, the Company completed the sale of Warner Music Group’s (‘WMG”) CD and DVD 
manufacturing, printing, packaging and physical distribution operations (together, “Warner Manufacturing”) to Cinram 
International Inc. (“Cinram”) for approximately $1.05 billion in cash. 

On March I ,  2004, the Company sold its WMG recorded music and Warner/ Chappell music publishing operations to a 
private investment group (“Investment Croup”) for approximately $2.6 billion in cash and an option to reacquire a minority 
interest in the operations to be sold. This option was accounted for in accordance with FASB Statement No. 133, 
“Accounting for Derivative Instruments and Hedging Activities.” The initial value of the consideration ascribed to the option 
was approximately $35 million. In the fourth quarter of 2004. the value of the option was increased to $85 million based 
primarily on the results of the WMG recorded music and publishing business. The $50 million increase in value was recorded 
in Other income, net in the 2004 consolidated statement of operations. 

In the first quarter of 2005, the Company entered into an agreement with WMG pursuant to which WMG agreed to a cash 
purchase of the Company’s option at the time of the WMG public offering at a price based on the initial public offering price 
per share, net of any underwriters’ discounts. As a result of the estimated public offering price range, the Company adjusted 
the value of the option in the first quarter of 2005 to $165 million. In the second quarter of 2005, WMG’s registration 
statement was declared effective at a reduced price from its initial estimated range, and the Company received approximately 
$I 38 million from the sale of its option. As a result of these events, during 2005 the Company recorded a $53 million net 
gain related to this option, which is included as a component of Other income, net, in the accompanying 2005 consolidated 
statement of operations. 

operations and financial condition of the Music segment as discontinued operations for all periods presented. 

adjustments to the initial estimates of the assets sold to and liabilities assumed by the acquirors in such transactions and to the 
resolution of various tax matters surrounding the music business dispositions. 

As these transactions resulted in the disposition of its music operations, the Company has presented the results of 

The 2004 income (charges) recorded in the accompanying consolidated statement of operations relate primarily to 

Financial data of the Music operations, included in discontinued operations for 2004 and 2003, is as follows: 

For the Year 
Ended 

December 33, 
2004 2#3 - 

Total revenues 
Pretax loss 
Income tax benefit 
Net income (loss) 

(milli0It.S) 

$ 780 $ 4,312 
(2) (567) 

I23 72 
121 (495) 

As of December 31,2005 and 2004, there are $50 million and $88 million, respectively, of liabilities associated with the 
former music operations recorded on the Company’s balance sheet. The liabilities are principally related to severance 
payments to former employees of the music operations, and at December 3 I, 2004, pension obligations to former employees 
of the Music segment, which were retained by Time Warner. 
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4. OTHER SIGNIFf CANT BUSINESS ACQUISITIONS AND DISPOSITIONS 

2004 Transactions 

Acquisition of Advertising.com 

On August 2,2004, AOL completed the acquisition of Advertising.com for $445 million (net of cash acquired). 
Advertising.com purchases online advertising inventory from third-party websites and principally sells this inventory using 
performance-based advertising arrangements. During 2005, the purchase price allocation was finalized and the Company 
recorded $269 million of goodwill, $206 million of intangible assets subject to amortization for technology ($98 million), 
advertising and publisher relationships ($50 million), tradename ($40 million) and noncompete agreements ($1 8 million) 
related to the purchase of Advertising.com (Note 2). From the time it was acquired through December 3 I, 2004, 
Advertising.com contributed Advertising revenues of $97 million from sales of advertising run on third-party websites. 

Sale of the Winter Sports Teams 

On March 31,2004, the Company completed the sale of the Turner winter sports teams (the Atlanta Thrashers, an “L 
team, and the Atlanta Hawks, an NBA team) and the entity holding the operating rights to Philips Arena, an Atlanta sports 
and entertainment venue, to Atlanta Spirit LLC (“Atlanta Spirit”). In addition to the $219 million of impairment charges 
recognized in 2003, the Company recorded an approximate $7 million loss on the closing of the sale in the first quarter of 
2004. As of December 31,2005, Turner owns an approximate 10% interest in Atlanta Spirit and accounts for its interest in 
the limited liability company under the equity method of accounting. 

Through the date of the sale on March 3 1,2004, the winter sports teams had revenues of $66 million and an Operating 
Loss of $8 million. For the full year of 2003, the winter sports teams contributed approximately $160 million of revenues and 
an Operating Loss of $37 million. 

Consolidation of Warner Village Cinemas S.P.A. 

Warner Village Cinemas S.P.A. (“Warner Village”) is a joint-venture arrangement that operates cinemas in Italy. Prior to 
December 2004, this entity was owned 45% by Warner Bros., 45% by Village Cinemas International Pty. Ltd. (“Village 
Cinemas”) and 10% by a third-party investor. The 10% owner was bought out by Warner Bros. and Village Cinemas in 
December 2004. As previously announced, in April 2004, Warner Bros. and Village Cinemas agreed that: (i) Warner Bros. 
would control the voting rights associated with Village Cinemas’ interest and (ii) beginning in March 2007 and continuing 
for one year, Village Cinemas can require that both Warner Bros. and ViiIage Cinemas place their collective interests for sale 
and, to the extent that a bona fide offer is received, can require Warner Bros. to acquire the Village Cinemas interest at that 
value in the event that Warner Bros. elects not to proceed with such sale. If such right is not exercised by Village Cinemas, 
the voting rights associated with its interest will revert to Village Cinemas in March 2008. 

As a result of controlling Village Cinemas’ voting interest, Warner Bros. began consolidating the results of Warner 
Village in the second quarter of 2004. As permitted by U.S. CAAP, Warner Village results have been consolidated 
retroactive to the beginning of the year. For the year ended December 31,2004. Warner Village revenues were $101 million 
and its Operating Income was $3 million. 

2003 Tmnsactions 

Sale of Time Life 

In December 2003, the Company sold its Time Life Inc. (‘Time Life”) operations to Direct Holdings Worldwide LLC 
(“Direct Holdings”), a venture of Ripplewood Holdings LLC and ZelNckMedia Corporation. In connection with the 
transaction, the Company recognized a loss of $29 million. Under the terms of the 
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sale transaction, the Company did not receive any cash consideration and instead agreed to a contingent consideration 
arrangement under which it will receive payments in the future if the business sold meets certain performance targets. 
Specifically, the Company would receive consideration equal to four times the amount by which the average annual earnings 
before interest, taxes, depreciation and amortization (“EBITDA”) over a two-year period exceeds $10 million. Based on the 
recent performance of Time Life, the Company does not believe, at this time, that it is probable that significant additional 
consideration will be received under this arrangement. The Company will not record this contingent payment as incremental 
proceeds on the sale of the Time Life business unless and until the point at which all contingencies with regard to the 
payment have been resolved. 

In conjunction with this transaction, the Company entered into multi-year service agreements with Direct Holdings to 
provide certain fulfillment, customer service and related services primarily for Time Life’s European operations. In addition, 
the Company agreed to license the name “Time Life” to Direct Holdings for ten years, with an additional ten-year renewal 
option. The Company will receive royalty payments from Direct Holdings beginning in 2005. The Company believes that the 
terms of the licensing arrangement and fulfillment service agreements are at market rates and, accordingly, no amounts have 
been allocated to either agreement. Finally, as part of the transaction, the Company provided for up to $13 million in 
financing to Direct Holdings, of which only $8 million was funded and subsequently repaid in the first quarter of 2005. 

Sale of U.K. C’ rnems 

In the second quarter of 2003, the Company recognized a $43 million gain on the sale of its interest in U.K. cinemas, 
which had previously been consolidated by the Filmed Entertainment segment. 

5. TIME WARNER CABLE INC. 

Ownership 

Comcast Corporation (“Comcast”) has a 21 % economic interest in Time Warner Cable Inc.’s (“TWC Inc.”) cable 
business held through a 17.9% direct common ownership interest in TWC Inc. (representing a 10.7% voting interest) and a 
limited partnership interest in TWE representing a 4.7% residual equity interest. Time Warner’s 79% economic interest in 
TWC Inc.’s cable business is held through an 82.1 % common ownership interest in TWC Inc. (representing an 89.3% voting 
interest) and a limited partnership interest in TWE representing a I % residual equity interest. Time Warner also holds a 
$2.4 billion mandatorily redeemable preferred equity interest in TWE. The remaining interests in TWE are held indirectly by 
TWC Inc. 

Adelph WComcast 

Adelphia Acquisition Agreement 

On April 20,2005, a subsidiary of the Company, Time Warner NY Cable LLC (‘rW NY”), and Comcast each entered 
into separate definitive agreements with Adelphia to, collectively, acquire substantially all the assets of Adelphia 
Communications Corporation (“Adelphia”) for a total of $12.7 billion in cash (of which TW NY will pay $9.2 billion and 
Comcast will pay the remaining $3.5 billion) and 16% of the common stock of TWC Inc. (the “‘Adelphia Acquisition”). 

At the same time that Comcast and TW NY entered into the Adelphia agreements, Comcast, TWC Inc. and/or their 
respective affiliates entered into agreements providing for the redemption of Comcast’s interests in TWC Inc. and TWE (the 
“TWC Inc. Redemption Agreement” and the ‘“WE Redemption Agreement,” respectively, and, collectively, the “TWC Inc. 
and TWE Redemption Agreements”). Specifically, Comcast’s 17.9% interest in TWC Inc. will be redeemed in exchange for 
stock of a subsidiary of TWC Inc. holding cable systems serving approximately 587,000 subscribers (as of December 31, 
2004), as well as approximately 
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$1 -9 billion in cash. In addition, Comcast’s 4.7% interest in TWE will be redeemed in exchange for interests in a subsidiary 
of TWE holding cable systems serving approximately 168,000 subscribers (as of December 31,2004), as well as 
approximately $133 million in cash. TWC Inc., Comcast and their respective subsidiaries will also swap certain cable 
systems to enhance their respective geographic clusters of subscribers (“Cable Swaps”). 

After giving effect to the transactions, TWC Inc. will gain systems passing approximately 7.5 million homes (as of 
December 31,2004), with approximately 3.5 million basic subscribers. TWC Inc. will then manage a total of approximately 
14.4 million basic subscribers. Time Warner will own 84% of TWC Inc.’s common stock (including 83% of the outstanding 
TWC Inc. Class A Common Stock. which will become publicly traded at the time of closing, and all outstanding shares of 
TWC Inc. Class B Common Stock) and own a $2.9 billion indirect economic interest in TW NY, a subsidiary of TWC Inc. 

The transactions are subject to customary regulatory review and approvals, including antitrust review by the Federal 
Trade Commission (,,CY) pursuant to the Hart-Scott-Rodino Act, review by the Federal Communications Commission 
(“FCC”) and local franchise approvals, as well as, in the case of the Adelphia Acquisition, the Adelphia bankruptcy process, 
which involves approvals by the bankruptcy court having jurisdiction over Adelphia’s Chapter 1 I case and Adelphia’s 
creditors. On January 31,2006, the FTC completed its antitrust review of the transaction and closed its investigation without 
further action. The parties are awaiting final clearance from the FCC and local franchise approvals, as well as completion of 
the bankruptcy process. The parties expect to close the Adelphia Acquisition during the second quarter of 2006. 

contemplated by the TWC Inc. and TWE Redemption Agreements. Furthermore, if Comcast fails to obtain certain necessary 
governmental authorizations, TW NY has agreed to acquire the cable operations of Adelphia that would have been acquired 
by Comcast, with the purchase price payable in cash or TWC Inc. stock at the Company’s discretion. 

The closing of the Adelphia Acquisition is not dependent on the closing of the CabIe Swaps or the transactions 

Amendments to Existing Arrangements 

In addition to entering into the agreements relating to the Adelphia Acquisition, the Redemption Agreements and Cable 
Swap agreements described above, in April 2005 TWC Inc. and Comcast amended certain pre-existing agreements. The 
objective of these amendments is to terminate these agreements contingent upon the completion of the transactions provided 
for in the Redemption Agreements. The following brief description of these agreements does not purport to be complete and 
is subject to, and is qualified in its entirety by reference to, the provisions of such agreements. 

Registration Rights Agreement. In conjunction with the restructuring of TWE completed in 2003 (the ‘“TWE 
Restructuring”), TWC Inc. granted Comcast and certain affiliates registration rights related to the shares of TWC Inc. 
Class A common stock acquired by Comcast in the TWE Restructuring. In connection with the entry into the TWC 
Redemption Agreement, Comcast generally has agreed not to exercise or pursue registration rights with respect to the TWC 
Class A Common Stock owned by it until the earlier of the date upon which the TWC Redemption Agreement is terminated 
in accordance with its terms and the date upon which TWC Inc.’s offering of equity securities to the public for cash for its 
own account in one or more transactions registered under the Securities Act of 1933 exceeds $2.1 billion. TWC Inc. does, 
however, have an obligation to file a shelf registration statement on June 1,2006, covering all of the shares of the TWC 
Class A Common Stock if the TWC Redemption has not occurred as of such date. 

Tolling and Optional Redemption Agreements. On April 20,2005, subsidiary of TWC Inc., Comcast and certain of its 
affiliates entered into an amendment (the “Second Tolling Amendment”) to the Tolling and Optional 
Redemption Agreement, dated as of September 24,2004, as amended, pursuant to which the parties agreed that if both of the 
Redemption Agreements terminate, TWC Inc. will redeem 23.8% of Comcast’s 17.9% ownership of TWC Class A Common 
Stock in exchange for 100% of the common stock of a TWC Inc. 

http://www.sec.gov/Archives/edgar/data/1105705/~5014406OO1556/g99294e 10vk.htm 3/10/2006 



- TIME WARNER INC. 

Table of Contents 

TIME WARNER INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued) 

Page 188 of 190 

subsidiary that will own certain cable systems serving approximately 148,OOO basic subscribers (as of December 31,2004) 
plus approximately $422 million in cash. In addition, on May 31,2005, a subsidiary of TWC Inc., Comcast and certain of its 
affiliates entered into the Alternate Tolling and Optional Redemption Agreement (the “Alternate Tolling Amendment”). 
Pursuant to the Alternate Tolling Amendment, the parties agreed that if the TWC Inc. Redemption Agreement terminates, but 
the TWE Redemption Agreement is not terminated, TWC Inc. will redeem 23.8% of Comcast’s 17.9% ownership of TWC 
Inc. Class A common stock in exchange for 100% of the common stock of a TWC Inc. subsidiary which will own certain 
cable systems serving approximately 148,000 basic subscribers (as of December 31,2004) plus approximately $422 million 
in cash. 

Cable Televiswn System Joint Ventures 

On May 1,2004, the Company completed the restructuring of two joint ventures that it manages, Kansas City Cable 
Partners (“KCCP”), previously a 50-50 joint venture between Comcast and TWE serving approximately 297,000 basic video 
subscribers as of December 3 I ,  2005, and Texas Cable Partners, L.P. (‘TCP”), previously a 50-50 joint venture between 
Comcast and the TWE-AdvanceJNewhouse Partnership (UTWE-N”’) serving approximately 1,260 million basic video 
subscribers as of December 31,2005. Prior to the restructuring, the Company accounted for its investment in these joint 
ventures using the equity method. Under the restructuring, KCCP was merged into TCP, which was renamed “Texas and 
Kansas City Cable Partners, L.P.” Following the restructuring, the combined partnership was owned 50% by Comcast and 
5096 collectively by TWE and TWE-AAV. In February 2005, TwE’s interest in the combined partnership was contributed to 
TWE-A/N in exchange for preferred equity in TwE-A/N. Since the net assets of the combined partnership were owned 50% 
by TWC Inc. and 50% by Comcast both before and after the restructuring and there were no changes in the rights or 
economic interests of either party, the Company viewed the transaction as a non-substantive reorganization to be accounted 
for at book value, similar to the transfer of assets under common control. TWC Inc. continues to account for its investment in 
the restructured joint venture using the equity method. Beginning on June 1,2006, either TWC Inc. or Comcast can trigger a 
dissolution of the partnership. If a dissolution is triggered, the non-triggering party has the right to choose and take fuII 
ownership of one of two pools of the combined partnership’s systems - one pool consisting of the Houston systems and the 
other consisting of the Kansas City, southwest Texas and New Mexico systems - with an arrangement to distribute the 
partnership’s debt between the two pools. The party triggering the dissolution would own the remaining pool of systems and 
any debt associated with that pool. 

In conjunction with the Adelphia Acquisition, TWC lnc. and Comcast agreed that if the Adelphia Acquisition and Cable 
Swaps occur and if Comcast receives the pool of assets consisting of the Kansas City, southwest Texas and New Mexico 
systems upon distribution of the Texas and Kansas City Cable Partners, L.P. assets as described above, Comcast will have an 
option, exercisable for 180 days commencing one year after the date of such distribution, to require TWC Inc. or a subsidiary 
to transfer to Comcast, in exchange for the southwest Texas and New Mexico systems, certain cable systems held by TWE 
and its subsidiaries. 
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6. INVESTMENTS, INCLUDING AVAILABLE-FOR-SALE SECURITIES 

The Company’s investments consist of equity-method investments, fair-value investments, including available-for-sale 
investments, and cost-method investments. Time Warner’s investments, by category, consist of: 

Equity-method investments 
Fair-value investments, including available-for-sale investments@) 
Cost-method investments(@ 

Total 

December 31, 
2805 28e4 

$ 2,574 $ 2,624 
820 1,958 

( m i u i o n s r  

1 24 I21 
$ 3,518 $ 4,703 - 

~ ~~~ 

(4 TIE fair value and cost basis of Time Warner’s fair-value and cost-method investments were approximateIy $944 million and $861 million. respectively. as of 
December 31.2005, and $2.079 billion and $991 million. respectively, as of Demmber 31.2004. 

Equity-Method Investments 

Investments in companies in which Time Warner has the ability to exert significant influence, but less than a controlling 
voting interest, are accounted for using the equity method. This is generally presumed to exist when Time Warner owns 
between 20% and 50% of the investee. However, in certain circumstances, Time Warner’s ownership percentage exceeds 
50% but the Company accounts for the investment using the equity method because the minority shareholders hold certain 
rights that allow them to participate in the day-to-day operations of the business. 

At December 31,2005, investments accounted for using the equity method, and the ownership percentage held by Time 
Warner, primarily include the following: certain cable joint ventures (50% owned), Courtroom Television Network (“Cm 
W )  (50% owned), certain network and filmed entertainment joint ventures (generally 25-5095 owned) and Time Warner 
Telecom Inc. (‘Time Warner Telecom”) (44% owned). Time Warner has investments accounted for using the equity method 
of accounting that are publicly traded, including Time Warner Telecom. Based on the closing share price as of December 31, 
2005, the value of Time Warner’s investment in Time Warner Telecom approximated $496 million. As of December 31, 
2005, the Company’s investment in Time Warner Telecom had a carrying value of zero primarily due to impairments 
recognized in previous years. 

At December 3f, 2005, the Company’s recorded investment in certain cable joint ventures and Court TV were greater 
than its equity in the underlying net assets of these equity method investees by approximately $1.9 billion. This difference 
was primarily due to fair value adjustments recorded in connection with the AOL-Historic TW Merger. 

Fair-Value Investments, Including Available-for-Sale Investments 

Investments in companies in which Time Warner does not have a controlling interest or is unable to exert significant 
influence are accounted for at fair value if the investments are publicly traded and resale 
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restrictions of less than one year exist (“available-for-sale investments”). The cost basis, unrealized gains, unrealized losses 
and fair market value of available-for-sale investments are set forth below: 

Cost basis of available-for-sale investments 
Gross unrealized gain@ 
Gross unrealized loss 
Fair-value of available-for-sale investments 
Deferred tax liability 

(millions) 
$ 5 0  $ 77 

85 1,089 

$ 33 = $ 435 - 
2004 includes a gmss m d d  gain of approximately $965 million related to Google. During 2005, the Company sold its mnaining 5.1 million shares of Google‘s 
Class B col~llw SIOC~. The Company received totat cash consideration of appmximately $940 million, resulting in a gain of appmximateIy $925 m i k  recognized in the 
SeCDBd qnarter of 2005. which is included as a component of Other inmme, net. 

During 2005,2004 and 2003 there were $995 million, $25 million and $169 million, respectively, of unrealized gains 
reclassified from Accumulated other comprehensive income, net to Other income, net in the consolidated statement of 
operations, based on the specific identification method. 

Muso included within fair-value investments at December 31,2005 and 2004 are equity derivatives of $6 million and 
$92 million, respectively, and amounts related to the Company’s deferred compensation program of $681 million and 
$701 million, respectively. Equity derivatives are recorded at fair value in the accompanying consolidated balance sheet, and 
the related gains and losses are included as a component of Other income, net. The deferred compensation program is an 
elective program whereby eligible employees may defer a portion of their annual compensation. A corresponding liability is 
included within current or noncurrent other liabilities as appropriate. 

Cost-Method Investments 

Investments in companies that are not publicly traded or have re 
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The Phoenix Plaza 
21st floor 
2929 North Central Avenue 
Phoenix, Arizona 85012-2794 

P.O. Box 36379 
Phoenix, Arizona 85067-6379 

Telephone 602.640.9000 
Facsimile 602.640.9050 

Joan S. Burke 

A P R O F E S S I O N A L  A S S O C I A T I O N  
A T T O R N E Y S  A T  L A W  

www.osbornrna1edon.com 

April 14,2006 

VIA HAND-DELIVERY AND E-MAIL DELIVERY 
Ms. Maureen Scott 

. Senior Staff Counsel, Legal Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Mr. Armando Fimbres 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Direct Line 602.640.9356 
Direct Fax 602.640.6074 

jburke@omlaw.com 

Re: Staff First Set of Data Requests to Time Warner NY Cable LLC (‘TWNY”) and 
Time Warner Cable Information Services (Arizona), LLC (“TWICS”) 
Dockets Nos. T-04282A-06-0161; T-20448A-06-0161; and T-20449A-06-0161 

Dear Maureen and Armando: 

Enclosed are the collective responses of Time Warner NY Cable LLC, Time Warner 
Cable Information Services, LLC and ACC Telecommunications, LLC to the Staff‘s First Set of 
Data Requests in the above-referenced dockets. Please call me if you have any questions 
regarding these responses. 

Thank you. 
Sincerely, 

JSBhw 
Enclosure 

Joan S. Burke 

1234180 

http://www.osbornrna1edon.com
mailto:jburke@omlaw.com
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RESPONSES OF ACC TELECOMMUNICATIONS, LLC (“ACC”), 
TIME WARNER NY CABLE LLC (“TWW”), AND 

TIME WARNER CABLE INFORMATION SERVICES, LLC (“TWCIS”), 
TO STAFF’S FIRST SET OF DATA REQUESTS IN 

Docket Nos. T-04282A-06-0161, T-20448A-06-0161 and T-20449A-06-0161 
April 14,2006 

I 
I 

These responses are submitted jointly by Time Warner NY Cable LLC (“TWNY”), Time 
Warner Cable Information Services, LLC (“TWCIS”) and ACC Telecommunications, LCC 
(“ACC”) and respond to the data requests transmitted by Arizona Corporation Commission’s 
Senior Staff Counsel Maureen Scott on April 5,2006. Unless otherwise noted in the data 
response, the information used in compiling these responses was supplied by Mr. Vincent M. 
Paladini, Associate Counsel, Time Warner Cable, 290 Harbor Drive, Stamford, CT 06902 or Ms. 
Jo Gentry, Director External Affairs, ACC Telecommunications, LLC, 5619 DTC Parkway, 
Greenwood Village, CO 801 1 1, respectively. 

STF 1.1 What specific actions do the applicants anticipate that would require waiver of 
the Commission’s “anti-slamming“ regulations, A.A.C. R14-2-1904 and R14-2-1 
905? 

At the conclusion of the proposed transaction, TWNY will acquire substantially all of the 
assets of Adelphia Communications Corporation (“Adelphia”). Pursuant to that transaction, 
certain customers of ACC will be assigned to TWNY. Upon the completion of the transaction, 
TWNY will assign those customers to its subsidiary, TWCIS. As a result, the affected ACC 
customers will experience a “change” in service provider. To the extent R 14-2- 190 1 - 19 13 
generally prohibits such change of service provider without customer verification (R 14-2- 1903, 
the parties request a waiver of this requirement. The parties intend to comply with the FCC’s 
carrier change certification rules, set forth in 47 C.F.R. 964.1 120(e)(3), which permit such 
transfers to occur without individual customer verification, provided that certain notifications, 
disclosures and certifications are made. Customers subject to the transfer will receive notice of 
the acquisition and will have an opportunity to switch service providers if they so choose. 

STF 1.2 Please provide the number of Arizona employees at end of year 2005 for each 
entity participating in this transaction. 

ACC has no employees in Arizona. Adelphia Communications Corporation has forty- 
one (41) employees in Arizona. TWNY and TWCIS had no employees in Arizona during 2005. 

I STF 1.3 Please clarify if any Arizona employees Will be impacted by this transaction? 

ACC, Adelphia Communications Corporation, TWCIS, and TWNY do not anticipate that 
this transaction will have any impact on the forty-one (41) Adelphia Arizona employees. The 
nature and scope of the telecommunications operations will continue unchanged for the 
foreseeable future. 



- -~ 

Ii ”ONSES OF ACC, TWNY, AND TW 
TO STAFF’S FIRST SET OF DATA REQUESTS 

April 14,2006 

Crane Elementary School District #13 
(Yuma AZ) 

4250 West 16th Street 
Yuma,AZ 85364 

Gadsden District #32 
(Cesar Chavez; San Luis, AZ) 

PO Box 6870 
San Luis, AZ 85349-6870 

Gadsden District #32 
(Desert View; San Luis, AZ) 

PO Box 6870 
San Luis, AZ 85349-6870 

STF 1.4 Referring to the statement on page 6 of the transaction application, “The post- 
Transaction entity will better serve existing and new customers in Arizona”, 
which new customers does TWCIS plan to serve in Arizona? 

signed 2/17/05 

9/13/04 
amendment to 
6/20/03 contract 

9/13/04 
amendment to 
6/20/03 contract 

TWCIS has no immediate plans to add additional customers, but will continue serving 
existing customers and will pursue opportunities with new customers in due course. TWICS 
anticipates that the post-transaction outlook for customers will be markedly better once they are 
relieved of the concerns inherent in completing the sales transaction. 

Gadsden District #32 
(Gadsden School Main Office) 

PO Box 6870 
San Luis, AZ 85349-6870 

Gadsden District #32 
(Gadsden School; San Luis, AZ) 

PO Box 6870 
San Luis, AZ 85349-6870 

Gadsden District #32 
(SW Junior High; San Luis) 

PO Box 6870 
San Luis, AZ 85349-6870 

STF 1.5 If any ACC customers are currently receiving services via contracts, please 
provide the termination or renewal date for each contract. 

amended 
9/13/2004 

amended 
9/13/2004 

amended 
911 312004 

Contract Name 
(service location) 

CONTRACT 
INITIATION 

DATE 

Arizona Western College 
(Yuma, AZ) 

9500 South Avenue, 8E 11/30/2004 
Yuma, AZ 85365-8847 I 

Gadsden District #32 
(Ed Pastor School; San Luis, AZ) amended 

PO Box 6870 9/13/2004 

CONTRACT EXPIRE 
DATE 

1/29/2008 

36 mo from PO from 
customer 

611 9/2008 

6/19/2008 

6/19/2008 

611 9/2008 

611 9/2008 1 

6/19/2008 

I 
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Do the terms of current ACC customer contracts, allow customers to transfer to 
other providers as part of this transaction? If "yes", please explain the amount 
of time, e.g., days, that customers could be given to transfer to other customers. 

The current contracts do not contain provisions permitting customers to transfer carriers 
as a result of the transaction. However, a notice letter will be sent to each customer giving each 
customer a minimum of 60 days to transfer to another provider without penalty. 

STF 1.7 If the applicants' answers above state a period of 30 days or less for any 
contract, please explain why customers could not be allowed as long as 90 days 
to make their transfer decision as part of this transaction. 

A sixty day period to choose an alternate provider is reasonable and consistent with past 
orders of the Arizona Corporation Commission. The sixty day period is particularly reasonable 
and appropriate in this case, where all ACC customers are business customers and all receive 
only data services. 

STF 1.8 Please provide ACC income statements and balance sheets for full years 2004 
and 2005. 

The 2004 and 2005 income statements and balance sheets for Adelphia Communications 
Corporation are attached as Exhibit 1. Adelphia does not prepare, in the ordinary course of 
business, separate financial statements for ACC. 

STF 1.9 Where does TW operate cable systems in Arizona? 

Time Warner Cable does not operate in Arizona. Time Warner Cable will only operate in 
Arizona after acquiring the assets of Adelphia Communications Corporation. Through its 
subsidiaries, Adelphia Communications Corporation operates a cable system in and around the 
city of Yuma, Arizona. 

STF 1.10 How many video cable subscribers does TW serve in each of its Arizona 
systems? 

None. See response to 1.9. 
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STF 1.11 How many broadband subscribers does TW serve in each of its Arizona 
systems? 

None. See response to 1.9 

STF 1.12 If TW currently provides VOW services in Arizona, please provide the following 
for each Arizona cable system: 

1 - when TW VoIP service was initiated 
2 - the number of TW VoIP subscribers 
3 - how TW obtains its number assignments for VoIP service 
4 - if TW provides E-911 for VoIP service 

Time Warner Cable does not provide VoIP services in Arizona. See response to 1.9. 

STF 1.13 What is TW’s position regarding the blocking of VoIP services by foreign 
providers, e.g., Vonage VoIP services on TW cable facilities? 

First, TWCIS will not provide broadband services and therefore will not be in a position 
to engage in such blocking. TWCIS nevertheless notes here that Time Warner Cable, the parent 
of TWNY and of TWCIS, has joined the National Cable & Telecommunications Association 
(“NCTA”) in stating that it has not and will not block the ability of their high speed Internet 
service customers to access any lawful content, application, or services available over the public 
Internet. See Hearing on Internet Neutrality Before the Senate Commerce, Science and 
Transportation Committee, 109th Congress (February 7,2006) (remarks of Kyle McSlarrow, 
President and CEO, National Cable and Telecommunications Association), available at 2006 
WL 303473 (F.D.C.H.). 

STF 1.14 Please clarify the purpose for the formation of TWNY. 

TWNY was formed in 2004 as part of a corporate restructuring for the purpose of holding 
certain Time Warner Cable system assets. 

STF 1.15 Will TWNY have any employees and/or assets? If “yes”, please explain. 

Yes. TWNY holds substantial assets and has many employees. After the pending 
transaction involving Adelphia, TWNY will hold a substantial portion of the cable system assets 
that TWC will receive from Adelphia and Comcast. 



~ 

Ite ONSES OF ACC, TWNY, AND TM; 
TO STAFF’S FIRST SET OF DATA REQUESTS 

April 14,2006 

STF 1.16 Will the TWCIS entity have any purpose beyond assuming the services of ACC? 
If “yes”, please explain. 

Yes. See response to STF 1.15. In Arizona, TWCIS will hold the CC&N authorizing 
service, will provide services and will comply with all relevant Commission reporting 
requirements. 

STF 1.17 Will the executive management of ACC change with this transaction? If “yes”, 
please explain the telecommunications experience of the new management. 

ACC has no employees in Arizona. TWNY and TWCIS do not anticipate making any 
changes in the management personnel currently employed by Adelphia Communications 
Corporation in Arizona. 

STF 1.18 Please clarify the relationship between TW Cable and TW Telecom in Arizona? 

While related through Time Warner Inc.’s investment in both companies, Time Warner 
Cable and Time Warner Telecom are separate and distinct corporate entities with different 
corporate boards and different executive management teams. In addition, Time Warner Telecom 
is a separate, publicly traded company from Time Warner Inc. Time Warner Inc., which is Time 
Warner Cable’s parent company, owns a non-controlling equity interest (44%) in Time Warner 
Telecom and has a minority presence on the Time Warner Telecom Board of Directors. 

STF 1.19 Please clarify the expected relationship between TWCIS and TW Telecom in 
Arizona? 

There is no expected direct relationship between TWCIS and Time Warner Telecom in 
Arizona. 

STF 1.20 Please provide the Switch CLLI and Ofice Address for each applicant switch in 
Arizona. 

ACC does not own or operate a switch in Arizona. 

STF 1.21 Please provide all dedicated prefix (NXX) and thousand-block number 
assignments within NPAs 480,520,602,623 and 928, assigned to all applicants. 

ACC does not provide switched or voice telephone service and consequently does no 
have any NPA-NXX number assignments. 
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STF 1.22 Please provide the number of customer lines corresponding to all applicants 
within each dedicated prefix (NXX) and thousand-block number assignments for 
W A S  480,520,602,623 and 928. 

Please see response to STF 1.2 

STF 1.23 Are all applicants in full compliance with ACC rules and decisions. If “no”, 
please clarify. 

To the best of the Applicants’ knowledge, ACC is in full compliance. 

STF 1.24 Do any applicants have any unresolved customer complaints of which Staff 
should be aware? 

No. 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Stockholders of 
Adelphia Communications Corporation: 

In o w  opinion, the consolidated financial statements listed in the accompanying index present fairly, in all material respcts, the 
financial position of Adeiphia Communications Corporation (”Adelphia”) and its subsidiaries and other consolidated entities (Debtors- 
in-Possession from June 25,2002), coliective\y, the “Company,” at December 3 I ,  2005 and 2004. and the results of their operations 
and their cash flows for each of the lhree years in the period ended December 3 I ,  2005 in conformity with accounting principles 
generally accepted in the United States of America. In addition, in our opinion, the financial statement schedules listed in the 
accompanying inQx present fairly, in all material respects, the information set forth therein when read in conjunction with the related 
consolidated financial statements These consolidated financial statements and financial statement schedules are the responsibility of 
the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements and financial 
statement schedules based on our audits. We conducted ow audits of these statements in accordance with the standards of the Public 
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the fmncial statements are free of material misstatement An audit includes examining, on a test 
basis. evidence supporting the amounts and disclosures in the financial slatementi, assessing the accounting principles used and 
significant estimates made by management, and evaluating the overatl financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

The consolidated financial statements listed in the accompanying index have been prepared assuming that the Company will continue 
as a going concern. As discussed in Note 2 to the consolidated financial statements, on June 25,2002, Adelphia and substantially all of 
its domestic subsidiaries filed a voluntary petition for reorganization under Chapter 1 1 of the United States Bankmptcy Code. in 
addition, the Company is involved in material litigation, the ultimate outcome of which is not presently determinable. The 
uncertainties inherent in the bankruptcy and litigation process, the Company’s net capital deficiency and the expiration of the 
Company’s extended debtor-in-possession credit facility on August 7,2006 raise substantial doubt about its ability to continue as a 
going concern. The financial statements do not include any adjustments to reflect the possible future effects on the recoverability and 
classification of assets or the amount and classifcation of liabilities that may result from the outcome of these uncertainties. 

As discussed in Notes 1 and 5 to the consolidated financial statemen& listed in the accompanying index, effective January I, 2004, the 
Company adopted Financial Accounting Standards Board Interpretation NO. 46-R, Consolidation o/Vori&Ze Interest Entities. As 
discussed in Note 3 to the consolidated financial statements listed in the accompanying index, the Company changed its method of 
computing amortization on customer relationship intangible assets as of January 1,2004. 

1st PncewaterhouseCoopers LLP 

PricewaterhouseCoopers LLP 

McLean. Virginia 
March 28,2006 
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ADELPHIA COMMUNiCATIONS CORPORATiON AND SUBSIDIARIES 
(Debt ors-In-Possession) 

CONSOLIDATED BALANCE SHEETS 
(amounts in thousands, except share data) 

December 31, 
2005 

ASSETS 
Current assets- 

Noncurrent assets 

Entities (Note 6) 460 256 

shares issued and 228,692,414 shares outstanding 2,297 2,297 
value, 300.000,000 s 

251 
,165 
,988) aced other comprehensive loss, net 

Accumulated deficit (20,l 87,028) (20,221,691) 
Treasury stock, at cost, 1,094,857 shares of Class A Common Stock (27,937) (27,937) 

(8,145,843) (8.1 87,083) 
- (28,743) 

Total stockholders’ deficit (8,145.843) (8.2 15.826) 
TohI liabilities and stockholders’ deficit S 12,874,010 $ 13,098,188 

Amounts due from the Rigas Family and Other Rigas Entities. net (Note 6) 

The accompanying notes are an integral part of the consolidated financial statements 
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Revenue 

ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDZARIES 
(Debtors- In-Possession) 

CONSOLIDATED STATEMENTS OF OPERATIONS 
(amounts in thousands, except share rad per share amounts) 

Costs and expenses: 

Direct operating and programming 2,653,417 2986,347 Selling, general and administrative 
Third party 
Rigas Family Entities (Nofe 6) 
Investigation, re-audit and safe transaction cos& (Note 2) 

Depreciation (Note 3) 
Amortization v o t e  3) 
Impairment of long-lived assets (Note 9) 
Provision for uncollectible amounts due from the Rigas Family and Rigas 

Family Entities (Note 6) 
ains on dispositions of iong-lived assets 

Total costs and expenses 
prating income (loss) 

Other expense, net 
Interest expense, net of amounts capitalized (contrac 
$1,341,082, $1,188,036 and 51,156,116 during 2005,2004 and 2003, 

ganization expenses, income taxes 
es, minority’s interest, discontinue 
of accounting changes 

Share of losses of equity affiliates, net(Note 8) 
Minority’s interest in loss of subsidiary 

accounting changes 
Income (loss) from contrnuing operattons before cumulative effects of 

Loss from discontinued operations (Note 7) 

Cumulative effects of accounting changes 
Income (loss) before Cumulative effects of accountmg changes 

Due to new accounting pronouncement (Notes 1 and 5) 
Due 10 new method of amortization mote 3) 

Net income (loss) 
Dividend requirements applicable IO preferred stock (contractual dividends were 

120.I25 during 2005,2004 and 2003 (Note 12)) 
Beneficial conversion feature 

Net income (loss) applicable to common stockholders f 34,080 f (1,918,880) 

The accompanying notes are an integral part of the consolidated financial statements 



ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES 
(Debtors-In-Possession) 

CONSOLIDATED STATEMENTS OF OPERATIONS - Continued 
(amounts in tbousands. except share and per share amounts) 

Year ended December 31, 
2005 zooj 2003 

mon stockholden- 
ve effects of accounting 

icabk to C i s  A common stockholders. 
ons before cumulative effects of accounting 

Cumulative effects of accounting changes f3 361 - -  
1ic3Me to Class A common stockholders 

shares of Class A Common Stock outstanding 
s of Class A Common Stock outstanding 

le to Class B common stockholders. 
From continuing operations before cumulative effects of accounting changes 

changes 

S 
S 

o Class B common stoc 
e to Class B common st6ckholders- 

rom continuing operations before cumulative effects of accountlng changes 
o s  from discontinued operations 
umulative effects of accounting changes 

f 

Ckss B common stockholders 

Basic weighted average shares of Class B Common Stock outstanding 
Diluted weighted average shares of Class B Common Stock outstanding 37,215,133 25,055,365 25,055,365 

The accompanying notes are an integral part of the consolidated financial statements. 
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ADELPH IA COMMUNICATIONS CORPORATION AND SUBSIDWRIES 
(Debtors-In-Possession) 

CONSOLIDATED STATEMENTS OF OPERATIONS - Continued 
(amounts in thousands, except share and per share amounts) 

Year ended Dcccmber 31, 
2905 2004 2963 

Pro forma amounts assumi 
retroactively. 
Income (loss) before cumulative effects of accounting changes 
Net income (loss) applicable to common stockholders 

S (1,059,244) $ (842,229) 
S (1,456,033) $ (849,546) 

mon Stock outstand 

The accompanying notes are an integral part of the consolidated financial statements. 
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ADELPHLA COMMUNICATIONS CORPORATION AND SUBSIDIARlES 
(Debtors-In-Possession) 

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) 
(amounts in thostsands) 

Y u r  coded Decnnbcr 31, 
2 0 6  2004 2003 

Comprehensive income (loss), net 41,240 S (1,912,758) 1 

The accompanying notes are an integral part of the consolidated financial statements 
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ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES 
(Debtors-In-Possession) 

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' DEFlCtT 
(amounts in tbousands) 

The accompanying notes are an integral part of the consolidated financial statements. 
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ADELPMM COMMUNICATIONS CORPORATION AND SUBSIDIARIES 
(Debtors-In-Possession) 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
(amounls in thousands) 

Ywr ended December 31, 
2005 zoeq 2003 

Net cash provided by operating activities before payment of reorganization 
726.999 588.586 604,772 

zation 
ovided 

Investing Activities: 
1 expenditures for property and equipme 

Net cash used in investing activities 

Financing Activities: 
Proceeds from debt 
Repayments of debt 
Payment of deferred financing costs 

Net cash provided by financing activities 

Increase in cash and crsh equivalents 
Cash and casb equivalents at beginning of year 
Cash and cash equivalents a t  end of year 

50,930 86.24 8 29,03 I 
338,909 252,66 I 223,630 

$ 389.839 S 338,909 S 252,661 - -  + 

The accompanying notes are an integral p3rl of the consolidated financial statements 
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ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES 
(Debf ors-In-Possession) 

NOTES TO CONSOLIDATED FMANCIAL STATEMENTS 

Note 1: Background and Basis of Presentation 

Adelphia Communicalions Corporation (“Adelphia”), its consolidated subsidiaries and other Consolidated entities 
(coffectivety, the “Company”) are engaged primarily in the cable television business. The cable systems owned by the Company are 
located in 31 states and Brazil. In June 2002. Adelphia and substantially all of iv dsmestic subsidiaries (the “Debtors”). filed 
-voluntary petitions to reorganize (the ”Chapter I 1 Cases”) under Chapter i I of Title 1 I (“Chapter 1 1”) of the United States Code (the 
“Bankruptcy Code-) in the United States Bankruptcy Court for the Southern District ofNew York (the “Bankruptcy Court”). On 
October 6 and November 15, 2005, certain additional subsidiaries filed voluntaiy petitions to reorganize, ai which time they became 
part of the Debtors and the Chapter 1 I Cases. EKective April 20,2005, Adelphia entered into definitive agreements (the “Purchase 
Agreements”) with Time Warner NY Cable LLC CTW NY”) and Comcast Corporation (“Corncast-’) which provide for the sale of 
substantially all of the Company’s US. assets (the ”Sale Transaction”). For additional information, see Note 2. 

Effective January 1.2004, the Company adopted Financial Accounting Standards Board (“FASB”) Interpretation (“FIN) 
No. 46, Corndidation uf1’ariubJe Interest Enriiies (as subsequently revised in December 2003, “FIN 46-R-1 and began consolidating 
certain cable television entities formerly owned by members of John J. Rigas’ family (collectivety, the “Rigas Family”} that are 
subject to co-borrowing arrangements with the Company (the “Rigas Co-Borrowing Entities”). The Company has concluded that the 
Rigas Co-Borrowing Entities represent variable interest entities for which the Company is  the primary beneficiary. Accordingly, all 
references to the Company prior to January I ,  2004 exclude the Rigas Co-Borrowing Entities and at1 references to the Company 
subsequent to January 1,2004 include the Rigas Co-Borrowing Entities. As a result of the consolidation of the Rigas Co-Borrowing 
Entities for periods commencing in 2004, the Company’s results of operations, financial position and cash flows are not comparable to 
prior periods. The Rigas Co-Borrowing Entities have not filed for bankruptcy protection. For additional information. see Note 5. 

Prior to January I, 2004, these consolidated financial statements do not include the accounts of any of the entities in which 
members of the Rigas Family directly or indirectly held controlling interests (collectively, the “Rigas Family Entities”). The Rigas 
Family Entities include the Rigas Co-Borrowing Entities, as weil as other Rigas Family entities (the ”Other Rigas Entities”). The 
Company believes that under the guidelines which existed for periods prior to January 1,2004, the Company did not have a 
controlling financial interest, including majority voting interest, control by contract or otherwise in any of the Rigas Family Entities. 
Accordingly, the Company did not meet the criteria for consolidation of any of the Rigas Family Entities. 

These consolidated financial statements have been prepared on a going concern basis, which assumes continuity of 
operations, realization of assets and satisfaction of liabilities in the ordinary course of business, and do not purport to show, reflect or 
provide for the consequences of the Debtors’ Chapter 1 I reorganization proceedings. In particular, these consolidated financial 
statements do not purport to show: (i) as to assets, the amount that may be realized upon their saIe or their availability to satisfy 
liabilities; (ii) as to pre-petition liabilities, the amounts at which claims or contingencies may be settled, or the status and priority 
thereot, (iii) as to stockhoiders’ equity accounts. the effect of any changes that may be made in the capitalization of the Company; or 
(iv) as to operations, the effect of any changes that may be made in its business. 

In May 2002, certain Rigas Family members resigned from their positions as directors and executive officers of the 
Company. In addition, the Rigas Family owned Adelphia $0.01 par value Class A common stock CClass A Common Stock”) and 
Adelphia $0.01 par value Ctass B common stock (“Class B Common Stock) with a majority of the voting power in Adelphia, and 
was not able to exercise such voting power since the Debtors filed for protection under the Bankruptcy Code in June 20M.  Pursuant to 
the Consent Order of Forfeiture entered by the United States District Coull for the Southern District of New York (the “Distiict 
Court”) on June 8,2005 (the “Forfeiture Order-’), all right, title and interest of the Rigas Family and Rigas Family Entities in the Rigas 
Co-Borrowing Entities (other than Coudersport Television Cable Co. (“Couderspofl”) and Bucktail Broadcasting Corporation 
(“Bucktail”)), certain specified rea1 estate and any securities of the Company were forfeited to the United States on or about June 8, 
2005 and such assets and securities are expected to be conveyed to the Company (subject tocompletion of forfeiture proceedings 
before a federal judge to determine if there are any superior claims) in furtherance of the agreement between the Company and the 
United States Attorney’s Office for the Southern District of New York (the “ U S  Attorney”) dated April 25, 2005 (the ’Non- 
Prosecution Agreement”), as discussed in Note 16. 
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ADELPHLA COMMUNICATIONS CORPORATION AND SWBSIDMRIES 
(Deb tors-In-Possession) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Continued 

Although the Company is operating as a debtor-in-possession in the Chapter I I Cases, the Company’s ability to control the 
activities and operations of I& subsidiaries that are also Debtors may be limited pursuant to the Bankruptcy Code However. because 
the bankruptcy proceedings for the Debtors are consolidated for administrative purposes in the same Bankruptcy Court and will be 
overseen by the Same judge, the financial statements of Adelphia and its subsidiaries have been presented on a combined basis, which 
is consistent with consotidated financial statements (seeNote 2) AH interentity transactions between Adelphia, its subsidiaries md, 
beginning in 2004. the Rigas Co-Borrowing Entities have been eliminated in consolidation 

Note 2: Bankruptcy Proceedings and Sale oCAssets of the Company 

Overview 

On June 25,2002 (“Petition Date”), the Debtors filed voluntary petitions to reorganize under Chapter I I of the Bankruptcy 
Code in the Bankruptcy Court. On June IO, 2002, Century Communications Corporation (“Century”), an indirect wholly-owned 
subsidiary of Adelphia. filed a voluntary petition to reorganize under Chapter I I. On October 6 and November 15,2005. certain 
additional subsidiaries of Adelphia filed voluntary petitions to reorganize under Chapter 1 1 The Debtors, which indude Century and 
the subsequent filers, are currently operating their business as debtors-in-possession under Chapter I I Included in the accompanying 
consolidated financial statements are subsidiaries that have not filed voluntary petitions under the Bankruptcy Code, including the 
Rigas Co-Borrowing Entities. 

On July I I ,  2002, a statutory committee of unsecured creditors (the ”Creditors’ Committee”) was appointed. and on July 31, 
2002, a statutory committee of equity holders (the ”Equity Committee” and, together with the Creditors’ Committee, the 
”Committees”) was appointed. The Committees have the right to, among other things, review and object to c a i n  business 
transactions and may partkipate in the formulation of the Debtors’ plan of reorganization. Under the Bankruptcy Code, the Debtors 
were provided with specified periods during which only the Debtors could propose and file a plan of reorganization (the “Exclusive 
Period”) and solicit acceptances thereto (the “Solicitation Period”) The Debtors received several extensions of the Exclusive Period 
and the Solicitation Penod from the Bankruptcy Court with the latest extension of the Exchsive Period and the Solicitation Period 
being through February 17,2004 and April 20,2004, respectively. In early 2004. the Debtors filed a motion requesting an additional 
extension of the Exclusive Period and the Solicitation Period. However, in 2004, the Equity Committee filed a motion to terminate the 
Exclusive Period and the Solicitation Period and other objections were filed regarding the Debtors’ request. The Bankruptcy Court has 
extended the Exclusive Period and the Solicitation Period until the hearing on the motions is held and a determination by the 
Bankruptcy Court is made. No hearing has been scheduled. For additional information, see Note 16. 

Conjrmation of Plan ofReorganization 

The Debtors have filed several proposed joint plans of reorganization and related disclosure statements with the Bankruptcy 
Court. The Debtors most recently filed their Fourth Amended Joint Plan of Reorganization (the “Plan”) and related Fourth Amended 
Disclosure Statement (the “Disclosure Statement”) with the Bankruptcy Court on November 21,2005 The Pian contemplates, among 
other things, consummation of the Sale Transaction and distribution of the cash and Time Warner Cable Inc (“TWC‘) Class A 
common stock (the “TWC Class A Common Stock”) received pursuant to the Sale Transaction to the stakeholders of the Debtors in 
accordance with the Plan. The Plan and Disclosure Statement also include disclosures and modifications to reflect rulings of the 
Bankruptcy Court or settlements with certain parties objecting to approval of the Disclosure Statement. 

For the Plan to be confirmed and become effective, the Debtors must, among other things- 

* obtain an order of the Bankruptcy Court approving the Disclosure Statement as containing “adequate information”; 

e solicit acceptance of the Plan from the holders of claims and equity interests in each class that is impaired and not 
deemed by the Bankruptcy Court to have rejected the Plan; 

obtain an order from the Bankruptcy Court confirming the Plan; and 

consummate the Plan. 

By order dated November 23,2005, the Bankruptcy Court approved the Disclosure statement as containing “adequate 
information.” By December 12, 2005. the Debtors completed the mailing of the solicitation packages. The voting deadline to accept 
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ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES 
(Debtors-In-Possession) 

NOTES T O  CONSOLIDATED FlNANCtAL STATEMENTS - Continued 

or reject the Plan i s  April 6,2006, and in the. case of securities held through an intermediary, the deadline for instructions to be 
received by the intermediary is April 3.2006 or such other date as specified by the applicable intermediary. The confirmation hearing 
on the Plan is scheduled to commence on April 24,2006. Before if can issue a confirmatton order, the Bankruptcy Court m w  find that 
either each class of impaired claims or equity interests has accepted the Plan or the Pian meets the requirements of the Bankruptcy 
Code to confirm the Plan over the objections of dissenting classes In additton, rhe Bankruptcy Court must find that the Plan meets 
Eertain other requirements specified in the Bankruptcy Code 

Sale of Assets 

Effective April 20,2005. Adelphia entered into the Sale Transaction Upon the closing of the Sale Trmsaction, Adelphia will 
receive an aggregate consideration of cash in the amount of approximately $12 7 billion plus shares of TWC Class A Common Stock, 
which are expected to represent 16% of the outstanding equity securities of TWC as of the closing Such percentage: (i) assumes the 
redemption of Corncast’s interest in TWC, the inclusion in the sale to TW NY of all of the cable systems owned by the Rigas CO- 
Borrowing Entities contemplated to be purchased by TW N Y  pursuant to the Sale Transaction and that there i s  no Expanded 
Transaction (as defined below), and (ii) is subject to adjustment for issuances pursuant to empfoyee stock programs (subject to a cap) 
and issuances of securities for fair consideration. The TWC Class A Common Stock is expected to be hsted on ltte New York Stock 
Exchange. The purchase price payable by TW NY and Comcast is subject to certain adjustments TWC. Comcast and certain of their 
affiliates have aIso agreed to swap certain cable systems and unwind Comcast’s investments in TWC and Time Warner Entettainment 
Company, L.P.. a subsidiary ofTWC (“TWE“). The Sale Transacrion does not include the Company’s interest in CenturyML Cable 
Venture (“CenturylML Cable”). a joint venture that owns and operatescable systems En Puerto Rico, which Century and ML Media 
Partners, L P (“ML Media”) sold to San Juan Cable, LLC (“San Juan Cable”) effective October 3 I ,  2005. For additionat information, 
see Notes 8 and 16. 

As part of the Sale Transaction, Adelphia has agreed to transfer to TW NY and Comcast the assets related to the cable 
systems that are nominally owned by certain of the Rigas Co-Borrowing Entities and are managed by the Company (those Rigas Co- 
Bonowing Entities are herein referred to as the “‘Managed Cable Entities”). Pursuant to the Forfeiture Order, all right, title and interest 
of the Rigas Family and Rigas Family Entities in the Rigas Co-Borrowing Entities (other than Coudersport and Bucktail) have been 
forfeited to the United States In furtherance of the Non-Prosecution Agreement, the Company expects to obtain ownership (subject to 
completion of forfeiture proceedings before a federai judge to determine if there are any superior claims) of all of the Rigas Co- 
Borrowing Entities other than two smatl entities (Coudersport and Bucktail). Upon obtaining ownership of such Rigas co-Borrowing 
Entities, the Company expects to file voluntary petitions to reorganize such entities in proceedings jointly administered with the 
Debtors’ Chapter I 1  Cases. Once these entities emerge from bankruptcy, Adelphia expects to be able to transfer to T W  NY and 
Comcast the assets of the Managed Cable Entities [other than Coudersport and Bucktail) as part of the Sale Transaction. If the 
Company is unable to transfer all of the assets of the Managed Cable Entities to Comcast and TW NY at the closing of the Sale 
Transaction, the initial purchase price payable by Corncast and by TW NY would be reduced by an aggregate amount of up to 
$600,000,000 and S390,000,000, respectively, but would become payable to the extent such assets are transferred to Comcast or TW 
NY within IS months of the closing Adelphia believes that the failure to transfer the assets of Couderspod and Bucktail to TW NY 
and Comcast will result in an aggregate purchase price reduction of approximately 623,000,000, reflecting a reduction to the purchase 
price payable by TW NY of approximately SI 5,OOo,OOo and by Comcast of approximately S S , O O O , ~ .  

Pursuant to a separate agreement, dated as of April 20,2005, TWC, among other things. has guaranteed the obligations of 
TW NY under the assef purchase agreement between IW NY and Adelphia. 

Until a plan of reorganization is confirmed by the Bankruptcy Court and becomes effective, the Sale Transaction cannot be 
consummated. The closing of the Sale Transaction i s  also subject to the satisfaction or waiver of conditions customary IO transactions 
of this type, including, among others: (i) receipt of applicable regutatory approvals, including the consent of the Federal 
Communications Commission [the ‘FCC“) to the transfer of certain licenses, and, subject to certain exceptions, any applicable 
approvals of local franchising authorities (“LFAs”) to the change in ownership of the cable systems operated by the Company to the 
extent not preempted by section 365 of the Bankruptcy Code; (ii) expiration or termination of the applicable waiting period under the 
Hart-Scott-Rodino Antitrust Improvemenu Act of 1976, as amended (“HSR Act”); (1;;) the offer and sale of the shares of W C  Class 
A Common Stock to be issued in the Sale Transaction having been exempted from registration pursuant to an order of the Bankruptcy 
Court confirming the Plan or a no-action letter from the staff of the Securities and Exchange Commission (the “SEC”), or a 
registration statement covering the offer and sale of such shares having been declared effective, fiv) the TWC Ciass A Common Stock 
lo be issued in the Sale Transaction being freely tradable and not subject to resale restrictions, except in certain circumstances; 
(v) approval of the shares of TWC Class A Common Stock to be issued in the Sale Transaction for listing on the New York Stock 
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NOTE5 3 CONSOLIDATED FINANCIAL S A T E M E N  LJ - Continued 

Exchange; (vi) entry by the Bankruptcy Court of a final order confirming the Plan and, contemporaneously with the closing of the Sale 
Transaction, consummation of the Plan; (vii) satisfactory settlement by Adelphia of the claims and causes of action brought by the 
SEC and the investigations by the United Staks Depanment of Justice (the “DoJ”); (viii) the absence of any material adverse effect 
with respect to TWC’s business and certain significant components of the Company’s business (without taking into consideration any 
loss of subscribers by the Company’s business (or results thereof) already reflected in he  projections specified in the asset purchase 
agreements or the purchase price adjustments); (IX) the number of eligible basic subscribers (as the term is used in the purchase 
ageemenh) served by the Company’s cable systems as of a specified date prior to the cfosing of the Sale Transaction not being below 
an agreed upon threshold; (x) the absence of an actual change in law, or proposed change in law that has a reasonable possibility of 
being enacted, that would adversely affect the tax treatment accorded to the Safe Transaction with respect to TW NY; (xi) a filing of 
an election under Section 754 ef tkefnternal Revenue Co&e of 1986, as amended (the =Internal Revenue Code-), by each of Century- 
TCI California Communications. L.P.. Pamassos Communications, L.P. and Western NY Cablevision L.P. (the ”Century- 
TCllPamassos Partnerships”); and (xii) the provision of certain audited and unaudited financial information by Adefphia 

Subject to the Expanded Transaction (as defined Wow), the closing under each Purchase Agreement is also conditioned on a 
contemporaneous closing under the other Purchase Agreement. On January 3 I ,  2006, the Federal Trade Commission closed its 
antitrust investigation under the HSR Act of the Sale Transaction. In addition, the Company befieves that it has received the necessary 
appiicabfe approvals of LFAs to the change in ownership of the cable systems operated by the Company. The Company expects the 
closing of the Sate Transaction to occur by Jury 3 I ,  2006. the date under the Purchase Agreements after which either party may 
terminate, subject to certain exceptions, the applicable Purchase Agreement if the closing has not atready occurred. 

Adelphia received a letter, dated March 24,2006, from each of TWC and Comcast atleg& that Adelphia’s implementation 
of a system, required by the Purchase Agreements to be implemented prior to the closing of the Sale Transaction, by which eligible 
basic subscribers (as such term is used in the. Purchase Agreements) can be tracked materially breaches the Purchase Agreements 
insofar as it does not include within it certain marketing promotions utilized by Adelphia Adelphia. in letters to TW NY and 
Comcast. dated March 27,2006, has denied that Adelphia’s actions constitute a material breach, but has determined, without prejudice 
to its position, to incorporate a method oftracking such marketing promotions as part of its subscriber tracking system Adelphia does 
not believe that such marketing promotions are required by the terms of the relevant Purchase Agreements to be tracked by a 
subscriber tracking system that, 8s required by the Purchase Agreements, would be reasonably expected to accuralety track eligibIe 
basic subscribers. Under the Purchase Agreements, any breach that would preclude Adelphia from providing a certificate at the 
closing of the Sate Transaction that each of the covenants in the Purchase Agreements (including the covenant to implement the 
tracking system) has been duly performed in all material respects would constitute a failure of a condition lo closing of the Sale 
Transaction in favor of each of TW NY and Comcast, and if not cured, could provide TW NY and Comcast a basis for temninating 
their respective Purchase Agreements 

Pursuant to a letter agreement dated as of April 20,2005, and the asset purchase agreement between Adelphia and TW NY. 
TW NY has agreed to purchase the cable operations of Adelphia that Comcast would have acquired if Comcast’s purchase agreement 
is terminated prior to closing as a result of the failure to obtain FCC or applicable antitrust approvals (the “Expanded Transaction”). In 
such event, and assuming TW NY received such approvals. TW NY wilt pay the $3.5 billion purchase pnce lo have been paid by 
Comcast, less Corncast’s allocable &are of the liabilities of the Century-TCIParnassos Partnerships, which shall not be less than 
$549,000,000 or more than $6OO,OOO,ooO. Consummation ofthe Sale Transaction, however, is not subject to the consummation of the 
agreement by TWC, Comcast and certain of their afiliates to swap certain cabte systems and unwind Comcast’s investments in TWC 
and W E ,  as described above. There is no assurance that TW NY woufd be able to obtain the required FCC or applicable antitrust 
approvals for the Expanded Transaction. 

The Purchase Agreements with TW NY and Comcast contarn certain fernination rights for Adelphia. TW NY and Comcasl, 
and further provide that, upon termination of the Purchase Agreements under specified circumstances, Adelphia may be required to 
pay TW NY a termination fee of approximately S353,000,000 and Comcast a termination fee of S87,SOO,OOO. 

Certain fees are due to the Company’s financiaf advisors upon successful completion of a sale, which are calculated as a 
percentage (0.1 1% to 0.20%) of the sale value. Additional fees may be payable depending on the outcome of the sales process. Such 
fees cannot be determined until the closing of the Sale Transaction. 

Pre-pefifion Obligations 

Pre-petition and post-petition obligations of the Debtors are treated differently under the Bankruptcy Code. Due lo the 
commencement of the Chapter t 1 Cases and the Debtors’ failure to CornpIy with certain financial and other covenants, the Debtors are 
in default on substantially all of their pre-petition debt obligations. As a result of the Chapter I 1 filing, all actions to collecl the 
payment of pre-petition indebtedness are subject to compromise or other treatment under a plan of reorganization. Generally, actions 
to enforce or otherwise effect payment of pre-petition liabilities are stayed against the Debtors The Bankruptcy COW has approved 
the Debtors’ motions to pay certain pre-petition obligations including, but not limited to, employee wages, salaries. commissions, 
incentive compensation and other related benefits. The Debtors have been paying and intend to continue to pay undisputed post- 
petition claims in the ordinary course of business. In addition, the Debtors may assume or reject pre-petition executory contracts and 
unexpired leases with the approval of the Bankruptcy Court Any damages resulting from the rejection of executory contracts and 
unexpired leases are treated as general unsecured claims and will be classified as liabilities subject to compromise For additional 
information concerning liabilities subject to compromise. see below 

The ultimate amount of the Debtors’ liabilities will be determined during the Debtors’ claims resolution process The 
Bankruptcy Court established a bar date of January 9,2004 (the ”Bar Date”) for filing proofs of dam against the Debtors’ estates. A 
bar date is the date by which proofs of claim must be filed if a claimant disagrees with how its cfaim appears on the Debtors’ 
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Schedules of Liabdrties. However, under certain limited circumstances, claimants may file proofs of claims after the bar date. As of 
the Bar Date, approximately 17,000 proofs of claim asserting tn excess of $3 20 trillion in claims were filed and, as of December 31, 
2005, approximately I S,W proofs of ctaim asserttng approximately S3.78 trillion in claims were filed, in each case including 
dupficative claims, but excluding any estimated amounts for unliquidated claims. The aggregate amount of claims filed with the 
Bankruptcy Court far exceeds the Debtors’ e-stimate of ultimate liability- The Debtorscurrently are in the process of reviewing, 
analyzing and reconciling the scheduled and filed claims. The Debtors expect that the claims resolution process wit1 take significant 
time to complete following the consummation of the Plan. As the amounts ofthe aiiowed claims are determined, adjustments wit1 be 
recorded m tiabilities subject to compromise and reorganization expenses due to  bankruptcy. 

- 

I 

~ 

I 

The Debtors have filed numerous omnibus objections that address 53.61 tnlhon in claims, consisting pnmarily of duplicative 
claims. Certain claims addressed in such objections were either: (i) reduced and allowed; (ii) disallowed and expunged; or (iii) 
subordinated by orders of the BankNpky Court. Hearings on certain claims objections are ongoing. Certain other objections have 
been adjourned to allow the parties to continue to reconcile such claims. Additional omnibus objections may be filed as the claims 
resolution process continues. 

Deblor-in-Possession (“DIP ‘7 Credit Facility 

In order to provide liquidity following the commencement of the Chapter 1 I Cases, the Debtors entered into a 
~1.500,000,000 debtor-in-possession credit facility (as amended, the “DIP Facility”). On May 10,2004, the Debtors entered into a 
~l,OOO,OOO,O00 extended debtor-in-possession credit facility (the ”First Extended DIP Facility”), which amended and restaid the DIP 
Facility in its entirety. On Februar). 25,2005, the Debtors entered into a $~,3OO.000,000 further extended debtor-in-passession credit 
faciliry (the “Second Extended DIP Facility’), which amended and restated the First Extended DIP Facility in its entirety. OR March 
17,2006, the Debtors entered into a $l,3OO,OOO,OOO further extended debtor-in-possession credit facility (the ”Third Extended DIP 
Facility”), which amended and restated the Second Extended DIP Facility in its entirety. For additional information, see Note 10. 

Exit Financing Commitment 

On February 25,2004, Adelphia executed a commitment tetter and certain related documents pursuant to which a syndicate 
of financial institutions committed’to provide to the Debtors up to !&8,~00,000,000 in exit financing (the “Exit Financing Facility”). 
Following the Bankruptcy Court’s approval on June 30,2004 of the exit financing commitment, the Company paid the exit lenders a 
nonrefundabte fee of $t0,000,000 and reimbursed the exit lenders for certain expenses they had incurred through the date of such 
approval, including certain legal expenses. In light of the agreements with TW NY and Comcast, on April 25,2005, the Company 
informed the exit lenders of its election to tenninate the exit financing commitment, which termination became effective on May 9, 
2005. As a result of the termination, the Company recorded a charge of SS8.267,OOO during 2005, which represents previously unpaid 
commitment fees of S45,428,OOO, the nonrefundable fee of %lO,O00,000 and certain other expenses. Such charge is reflected in 
interest expense in the accompanying consolidated statement of operations for the year ended December 3 I ,  2005 As of December 
3 1,2004. $39,267,000 of such fees and expenses were included in other noncurrent assets, net 

Going Concern 

As a result of the Company’s tiling of the bankruptcy petition and the other matters described in the following paragraphs, 
there is substantial doubt about the Company’s ability to continue as a going concern. The accompanying consolidated financial 
statements have been prepared on a going concern basis, which assumes continuity of operations and realization of assets and 
satisfaction of liabilities in the ordinary course of business, and in accordance with Statement of Position 90-7, Finuncial Reporting by 
Entities in Reorganization Under the B a n h p f q  Code (“SOP 90-7”). The consolidated financial statements do not include any 
adjustments that might be required should the Company be unable to continue to operate as a going concern. In accordance with SOP 
90-7, all pre-petition liabilities subject to  compromise have been segregated in the consolidated balance sheets and classified as 
liabilities subject to compromise, at the estimated amount of allowable claims. Interest expense related to pre-petition Iiabililies 
subject to compromise has been reported only to the extent that it will be paid during the Chapter 1 1 proceedings. In addition, no 
preferred stock dividends have been accrued subsequent to the Petition Date. Liabilities not subject to compromise are separately 
classified as current or noncurrent. Revenue, expenses, realized gains and losses, and provisions for losses resulting from 
reorganization are repoaed separately as reorganization expenses due to bankruptcy. Cash used for reorganization items is disclosed in 
the consolidated statements of cash flows. 
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The ability of the Debtors to continue as a going concern is predicated upon numerous matters, including: 

* having a plan of reorganization confinned by the Bankruptcy Court and it becoming effective; 

obtaining substantial exit financing if the Sale Transaction is not consummated and the Company is to emerge from 
bankruptcy under a stand-atone plan. including working capital financing. which the Company may not be able to obtain 
on  favorable terms, or at all A failure to obtain necessary financing would result in the delay, modification or 
abandonment of the Company's development and expansion plans and would have a material adverse effect on the 
Company; 

* 

extending the Third Extended DIP Facility through the effective date of a plan of reorganization in the event the Sale 
Transaction is not consummated before the maturity date of the Third Extended DIP Facility and remaining in 
compliance with the financial covenants thereunder. A failure to obtain an extension to the Third Extended DIP Facility 
would result in the delay, modification or abandonment of the Company's development and expansion plans and would 
have a material adverse effect on the Company; 

e being able to successfully implement the Company's business plans, decrease basic subscriber losses, renew franchises 
and offset the negative effects that the Chapter I1  filing has had on the Company's business, including the impairment of 
customer and vendor relationships; failure to do so will result in reduced operating results and potential impairment of 
assets; 

* resolving material litigation; 

achieving positive operating results, increasing net cash provided by operating activities and maintaining satisfactory 
levels of capital and liquidity considering its history of net losses and capital expenditure requirements and the exficted 
near-term continuation thereoc and 

motivating and retaining key executives and employees. 

Presentaf ion 

For periods subsequent to fhe Petition Date, the Company has applied the provisions of SOP 90-7. SOP 90-7 requires that 
pre-petition liabilities that are subject to compromise be segregated in the consolidated balance sheets as liabilities subject to 
compromise and that revenue, expenses, realized gains and losses, and provisions for losses resulting directly from the reorganization 
due to the bankruptcy be reported separately as reorganization expenses in the consolidated statements of operations- Liabilities 
subject to compromise are reported at the amounts expected to be allowed, even if they may be seated for lesser amounts. Liabilities 
subject to compromise consist of the following (amounts in thousands): 

December 31, 
2805 2004 

Parent and mbsidi 85 S ,684 
Parent and subsidi 75 ,375 
Accounts payable 94 ,858 
Accrued liabilities 1,202.6 10 1,240,237 
Series B Preferred Stock 

Liabilities subject to compromise S 18,415,tB S 18,480,948 

The Rigas Co-Borrowing Entities are jointly and severally obligated with certain of the Debtors to the lenders with respect to 
borrowings under certain co-borrowing facilities ('To-Borrowing Facilities"). Borrowings under the Co-Borrowing Facilities have 
been presented as tiabilities subject to compromise in the accompanying consolidated balance sheets as collection of such borrowings 
from the Debtors is stayed Collection of such borrowings from the Rigas Co-Borrowing Entities has not been stayed 
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and actions may be taken to collect such borrowings from the Rigas Co-Bornowing Entities However, the Rigas Co-Borrowing 
Entities would not have sufficient assets to satisfy claims for all liabilities under the Co-Borrowing Facitities. 

Following is a reconciliation of the changes in liabilities subject to compromise for the period from January 1,2003 through 
December 31,2005 (amounts in thousands): 

Balance at January 1,2003 S 18,02O,i24 
Series B Preferred Stock I48,794 

t8,308 
(3.000) 

IS, 184,226 

Contract rejections 3, I56 
(I 3 1,434) 

Balance at December 3 1,2004 18,M0,948 
Contract rejections 3,769 

(69359) 

Bafanc 

The amounts presented as liabilities subject to cornpromise may be subject to future adjustments depending on Bankruptcy 
Court actions, completion of the reconciliation process with respect to disputed claims, determinations of the secured status of certain 
claims. the value of any collateral securing such claims or other events. Such adjustments may be material to the amounts reported as 
liabilities subject to compromise. 

Amortization of deferred financing fees related to pre-petition debt obligations was terminated effective on the Petition Date 
and the unamortized amount at the Petition Date ($134,208,000) has been included as an offset to liabilities subject to compromise as 
an adjustment of the net carrying value of the related pre-petition debt. Similarly, amortization of the defemed issuance costs for the 
Company’s redeemable preferred stock was also terminated at the Petition Date. For periods subsequent to the Petition Date, interest 
expense has been reported only to the extent that it wilt be paid during the Chapter I I proceedings In addition. no preferred stock 
dividends have been accrued subsequent to the Petition Date. 

Reorganization Expenses Due to Bankruptcy and Investigation, Re-audit and SaIe Transaction Cosrr 

Only those fees directly related to the Chapter f 1 filings are included in reorganization expenses due to bankruptcy. These 
expenses are offset by the interest earned during reorganization. Certain reorganization expenses are contingent upon the approval of a 
plan of reorganization by the Bankruptcy Court and include cure costs, financing fees and success fees. The Company is cunentty 
aware of certain success fees ha t  potentially could be paid upon the Company’s emergence from bankruptcy to third party financial 
advisors retained by the Company and the Committees in connection with the Chapter 1 f Cases. Current&, these success fees are 
estimated to be between $6,S00.000 and $1 9,950,000 in the aggregate. In addition, pursuant to their empfoyment agreements, the 
Chief Executive Officer (“CEO) and the Chief Operating Officer (“COO”) of the Company are eligible to receive equity awards of 
Adefphb stock with a minimum aggregate fair value of $1 7,000,000 upon the Debtors’ emergence from bankruptcy. Under the 
employment agreements, the value of such equity awards will be determined based on the average trading price of the post-emergence 
common stock of Adelphia during the 15 trading days immediately preceding the 90” day following the date of emergence. Pursuant 
to the employment agreements, these equity awards. which will be subject to vesting and trading restrictions, may be increased up to a 
maximum aggregate value of S2S,500,000 at the discretion of the board of  directors of Adelphia (the “Board”) As no ptan of 
reorganization has been confirmed by the Bankruptcy Court, no accrual for such contingent payments or equity awards has been 
recorded in the accompanying consolidated financial statements See Note I6 for additional information The following table sets foah 
certain components of reorganization expenses for the indicated periods (amounts in thousands) 
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In addition to the costs shown above, the Company has i n c m d  certain professional fees and other costs that, although not 
directly related to thechapter 11 filing relate to the investigation of the actions of certain members ofthe Rigas Family managemenf, 
related efforts to comply with applicable laws and regulations and the Sale Transaction. These expenses include the additional audit 
fees incurred for the years ended December 3 I ,  2001 and prior, as weil as legal fees, forensic consultant fees, legal defense costs paid 
on behalf of the Rigas Family and employee retention costs. These expenses have been included in investigation, re-audit and sale 
transaction costs in the accompanying consolidated statements of operations- 

Condensed Financial Statements of Debtors 

The Debtors’ condensed consolidated balance sheets as of the indicated dates are as follows (amounts in thousands): 

December 31, 
2805 2004 
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Year ended December 31. 
2005 2004 2003 

Professional fees S 101,206 S 78,308 S 81,948 
Contract rejeetions 3,769 3,156 18,308 
Interest e a 4  during reorganization (1 1,025) (3,457) (4,390) 
Settlements and other (1,454) 2,946 

eorganization expenses due $ 76,553 S 98,812 
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NOTES TO CONSOLIDATED FINANCIAL SIiQTEMENTS - Continued 

The Debtors’ condensed consolidated mtements ofoperations for the indicated periods are as follows (amounts in 
thousands): 

Revenue 

Year ended December 31. 

s 4,141,676 $ 3,934,732 $ 3,557,730 
2065 2004 2063 

Costs and expenses- 

Selling, general and administra 
Jnvestigation. re-audit and sale 
Depreciation 
Amortmtion 

Following is condensed consolidated cash flow data for the Debtors for the indicated periods (amounts in thousands): 

Net cash provided by (used in)- 
462,012 S 499,790 Operating activities 

Investing activities 
Financing activities 

Note 3: Summary o f  Significant Accounting Policies 

Bankruptq 

As a result of the Debtors’ Chapter I I filings, these consolidated financial statements have been prepared in accordance with 
SOP 90-7. For additional information. see Note 2. 

Carh Equivafenfi 

Cash equivalents consist primarily of money market funds and United States Government obfigations with maturities of three 
months or fess when purchased. The carrying amounts of cash equivalents approximate their fair values. 
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Resrricled Cash 

Details of restricted cash are presented below (amounts in thousands): 

December 31, 
2005 2084 

Current restricted cash. 
DIP facilities (a) 
Dispute related to acqui$tion (b) 

Current restricted cash 

N 

(a) Amounts that are collateralized on letters of credit outstanding or restricted as to use under the DIP facilities. 
(b) Cash receipts from customers that were placed in trust as a result of a dispute arising from the acquisition of a cable 

system 
(c) Proceeds from the sale of CenturyML Cable that are being held in escrow pending the resolution of the litigation 

between Adelphia, Century. Highland Holdings. a Rigas Family entity (“Highland”), CenturylML Cable and ML 
Media. See Note 16 for a description of this litigation. 

Accounts Receivuble 

Trade accounts receivable are recorded at the invoiced amount and do not bear interest Accounts receivable are reflected net 
of an allowance for doubtful accounts, Such atlowance was .SI5,912,000 and $37,954,000 at December 31,2005 and 2004, 
respectively. The allowance for doubtful accounts is established through a charge to direct operating and programming costs and 
expenses. The Company assesses the adequacy of this reserve periodically, evaluating general factors such as the length of time 
individual receivabies are past due, historicat collection experience, and the economic and competitive environment. 

Investments 

All publicly traded marketable securities held by the Company are classified as available-for-sale securities and are recorded 
at fair value. Unrealized gains and losses resulting from changes in fair value between measurement dates for avalable-for-sale 
securities are recorded net of taxes as a component of other comprehensive income (loss). Unrealized losses that are deemed to be 
other-than-temporary are recognized currently. Investments in privately held entities in which the Company does not have the abiltty 
to exercise significant influence over their operating and financial policies are accounted for at cost, subject to other-than-temporary 
impairment. The Company’s available-for-safe securities and cost investments are included in other noncurrent assets, net in the 
accompanying consolidated balance sheets 

Investments in entities in which the Company has the ability to exercise significant influence over the operating and financial 
policies of the investee are accounted for under the equity method. Equity method investments are recorded at original cost, subject to 
other-than-temporary impairment, and adjusted quarterly to recognize the Company’s proportionate share of the investees’ net income 
or loss after the date of investment, additional contributions or advances made, and dividends received. The equity method of 
accounting is suspended when the Company no longer has significant influence, for example. during the period that investees are 
undergoing corporate reorganization or bankruptcy proceedings. The Company’s share of losses i s  generally limited to the extent of 
the Company’s investment unless the Company is committed to provide further financial suppon to the investee The excess of the 
Company’s investment over its share of the net assets of each of the Company’s investees has been attributed to the franchise rights 
and customer relationship intangibles of the investee. Pursuant to Statement of Financiaf Accounting Standards (‘SFAS”) No. 142, 
Goodwill andother Intangible Assets (“SFAS No. 142“). the Company does not amortize the excess basis to the extent if has been 
attributed to goodwill and franchise rights. As discussed below under “Inrungibfe Assets. ’’ the Company has determined that franchise 
rights have an indefinite life, and therefore are not subject to amortization. 

1 IO 



ADELPBIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES 
(Debtors-In-Possession) 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - Continued 

Changes in the Company’s proportionate share of the underlying equity of an equity method investee, which result from the 
issuance of additional equity securities of the equity investee, are reflected as increases or decreases to the Company’s additional paid- 
in capital. 

On a quaaedy basis, the Company reviews its investments to determine whether a decline in fair value below the cost basis is 
other-than-temporaty. The Company considers a number of factors in its determination including: (i) the financial condition, operating 
performance and near term prospects of the investee; (ii) the reason for the decline in fair value, be it general market, industry specific 
or investee specific conditions; (iii) the length of time that the fair value of the investment is below the Company’s carrying value; and 
(iv) changes in value subsequent to the balance sheet date. If the decline in estimated fair value is deemed to be other-hn-temporary. 
a new cost basis is established at  the then estimated fair value. In situations where the fair value of an investment is not evident due to 
a lack of public market price or other factors, the Company uses its best estimates and assumptions to arrive at the estimated fair value 
of such an investment. The Company’s assessment of the foregoing factors involves a high degree ofjudgment, and the use of 
significant estimates and assumptions. 

Derrvarive and Other Financiaf rmzmmenis 

SFAS NO. 133, Accouwing for Derivufive instruments and Hedging Activities. as amended (“SFAS No. 133”). requires that 
all derivative instruments be recognized in the balance sheet at fair vatue. In addition, SFAS No. 133 provides that for derivative 
instruments that qualify for hedge accounting changes in Fair value will either be offset against the change in fair value of the hedged 
assets, liabilities or firm commitments through earnings or recognized in stockholders’ equity as a component of accumulated other 
comprehensive income (loss) until the hedged item is recognized in earnings, depending on whether the derivative hedges changes in 
fair value or cash flows. The ineffective portion of a derivative’s change in fair value will be immediately recognized in earnings. 

The Company has entered into interest rate exchange agreements, interest rate cap agreements and interest rate collar 
agreements with the objective of managing its exposure to fluctuations in interest rates. However, the Company has not designated 
these agreements as hedging instruments pursuant to the provisions of SFAS No. 133. Accordingly. changes in the fair value of these 
agreements were recognized currently and included in other income (expense), net through the Petition Date. Changes in the fair value 
of these agreements subsequent to the Petition Date have not been recognized, as the amount to be received or paid in connection with 
these agreements will be determined by the Bankruptcy Coun. For additional information, see Note IO. 

Business Combinairom 

The Company accounts for business combinations using the purchase method of accounting The results of operations ofan 
acquired business are inctuded in the Company’s consolidated results from the date of the acquisition. The cost to acquire companies, 
including transaction costs, is allocated to the underlying net assets of the acquired company based on their respective fair values Any 
excess of the purchase price over the estimated fair values ofthe identifiable net assets acquired is recorded as goodwill The value 
assigned to the Class A Common Stock, issued by Adelphia as consideration for acquisitions is generally based on the average market 
price for a period of a few days before and after the date that the respective terms are agreed to and announced. The application of 
purchase accounting requires a high degree ofjudgment and involves the use of significant estimates and assumptions 

Frupew and Equrpmenr 

The details of property and equipment and the related accumulated depreciation are set forth below for the indicated periods 
(amounts in thousands). 

December 31, 
2005 2004 

8,542,930 7 968 190 

Property and equipment, net S 4,334,651 S 4,469,943 
1 
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Property and equipment is stated at cost, less accumulated depreciation. In accordance with SFAS No. 5 I ,  Financial 
Reporting 6y Cable Television Compunies ("SFAS No. 5 1"). the Company capitalizes costs associated with the construction of new 
cable transmission and distribution facilities and the instatfation of new cable services. Capitalized construction costs include 
materials, labor, applicable indirect costs and interest. Capitalized installation costs include labor, material and overhead costs related 
to: (i) the initial connection (or "drop") from the Company's cabIe plant to a customer location; (ii) the replacement of a drop; and (iii) 
the installation of equipment for additional services. such as digital cable or high-speed Internet (UHSln). The costs of other customer- 
facing activities, such as reconnecting customer locations where a drop already exists, disconnecting customer locations and repairing 
or maintaining drops, are expensed as incurred The Company's methodology for capitalization of internal construction labor and 
internal and contracted third party installation costs (including materials) utilizes standard costing models based on actual costs. 
Materials and external labor costs associated with construction activities are capitalized based on amounts invoiced to the Company by 
third parties. 

The Company captures data from its billing, customer care and engineering records to determine the number of  Occurrences 
for each capitalizable activity, applies the appropriate standard and capitalizes the result on a monthly basis. Periodically, the 
Company reviews and adjusts, if necessary, the amount ofcosts capitaltzed utilizing the methodology described above, based on 
comparisons to actual costs incurred. Significant judgment is involved in the development of costing models and in the determination 
of the nature and amount of indirect costs to be capitalized. 

Improvements (hat extend asset lives are capitalized and other repairs and maintenance expenditures are expensed as 
incurred 

Subject to the change noted below for set-top boxes, depreciation is computed on the straight-line method using the following 
useful lives: 

10 t020years 

The Company periodically evaluates the useful lives of its property and equipment. Effective January I, 2004, the Company 
changed the useful life used to calculate the depreciation of standard definition digitat set-top boxes from live years to four years due 
to the introduction of advanced digital set-top boxes which provide high definition television (WDTV") and digital video recording 
capabilities, and the expected migration of new and existing customers to these advanced digital set-top boxes. In addition, consumer 
electronics manufacturers continue to include advanced technology necessary to receive digital and HDTV signals within television 
sets. which the Company expects to further contribute to the reduction in the useful life of its set-top boxes- The impact of this change 
in useful life on the Company's operating results for the year ended December 3 I ,  2004 was an $1 I 1,849,OOO increase to the 
Company's net loss and a $0 44 increase to the Company's net loss per common share. 

The usefuf lives used to depreciate cable plant that is undergoing rebuilds are adjusted such that property and equipment lo be 
retired will be fully depreciated by the time the rebuild is completed. In addition, the useful lives assigned to property and equipment 
of acquired companies are based on the expected remaining useful lives of such acquired property and equipment. Upon the sale of 
cable systems, the related cost and accumulated depreciation is removed from the respective accounts and any resulting gain or loss is 
reflected in earnings 
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Intangible Assets 

Franchise rights represent the value attrtbuted to agreements with locat authorities that allow access to homes in cable service 
areas acquired in connection with a business combination. Pursuant to SFAS No. 142, the Company does not amortize acquired 
franchise rights as the Company has determined that such rights have an indefinite life Costs to extend and maintain the Company's 
franchise rights are expensed as incurred 

Goodwill represents the excess of the acquisition cost of an acquired entity over the fair value of the identifiable net assets 
acquired. Pursuant to SFAS No. 142, the Company does not amortize goodwill. 

Following is a reconciliation of the changes in the carrying amount of goodwill for the indicated periods (amounts in 
thousands): 

Corporate 
Cable andbfbtr Total 

igas Co-Borrowing Entt 
1 

aining interests in Tele-M 
Sale of security monitoring busrnesses 3.646) (3,646) 

1 
Balance at December 3 I,  2005 S 1,634,385 $ - $ 1,634,385 

Customer relationships represenf the value atebuted to customer relationships acquired in business combinations and are 
amortized over a IO-year period. Beginning in 2004, the Company began amortizing its customer relationships using the double 
declining balance method. The application of the new amortization method to customer relationships acquired prior to 2004 resulted in 
an additional charge of 5262,847,000 which has been reflected as a cumulative effect of a change in accounting principle in the 
accompanying consolidated statements of operations. The proforma amounts shown in the consolidated statements of operations have 
been adjusted for the effect of retroactive application on amortization, changes in impairment of long-lived assets and minority's 
interest in loss of subsidiary which would have been made had the new method been in effect. Amortization of customer relationships 
and other aggregated $1 17,305,000, S 145,351,000 and SIS7,013,000 during 2005.2004 and 2003, respectively. Based solely o n  the 
Company's current amortizable intangible a s s e ~ ~ .  the Company expects that amortization expense of amortizable intangible assets will 
be approximately S107,000,000, $104,000,000, f tOl,OOO,OOO. S83,000,000 and $34,000,000 during 2006,2007,2008,2009 and 2010, 
respectively. The details of customer relationships and other are set forth below for the indicated periods (amounts in thousands). 

December 31, 
200s 2004 

Gross carrying value 

Impairment ofbng-Lived Assets 

Pursuant to SFAS No. 144, Accounting for the Impairmenf or Disposal ojLong-LivedAssers ("SFAS No. 1447, the 
Company evaluates property and equipment and amortizable intangible assets for impairment whenever current events and 
circumstances indicate the carrying amounts may not be recoverable. If the carrying amount is greater than the expected future 
undiscounted cash flows to be generated, the Company recognizes an impairment loss equal fo the excess. if any, of the canying vatue 
over the fair value of the asset. The Company generally measures fair value based upon the present value of estimated future net cash 
flows of an asset group over its remaining useful life. The Company utilizes an independent third party valuation firm to assist in the 
determination of fair value for the cabie assets With respect to long-lived assets associated with cable systems, the Company groups 
systems at a level which represents the lowest level of cash flows that are largely independent of other assets and 
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liabilities. The Company's asset groups under this methodology consist of seven major metropolitan markets and numerous other asset 
groups in the Company's geographicalfy dispersed operations. 

Pursuant to SFAS No 142, the Company evaluates its goodwill and franchise rights for impairment, at least annually on July 
f ,and whenevm othef facts and circumstances indicate that thecamying mounts ofgoodwill and franchise rights may not be 
recoverable The Company evaluates the recoverability of the carrying amount of goodwill at its operating regions. These operating 
regions make up the Company's cable operating segment determined pursuant to SFAS No. 13 I ,  Disclosures abour Segments of an 
Enterprise and Related In/rmation, as further discussed in Note 15. For purposes of this evaluation, the Company compares the fair 
value of the assets of each of the Company's operating regions to their respective carrying amounts. The Company estimates the fair 
value of its goodwill and franchise rights primarily based on discounted cash flows, current market transactions and industry trends. If 
the carrying vafue of an operating region were to exceed its fair value, the Company would then compare the imptied fair value of the 
operating region's goodwill to its carrying amount, and any excess of the canying amount over the fair value would be charged to 
operations as an impairment loss. The fair value of goodwill represents the excess of the operating region's fair value over the fair 
value of its identifiable net assets. The. Company evaluates the recoverability of the carrying amount of its franchise rights based on 
the same asset groupings used to evaluate its long-lived assets under SFAS No. 144 because the franchise rights are inseparabte from 
the other assets in the asset group. These groupings are consistent with the guidance in Emerging Issues Task Force ("ElTF") Issue 
NO. 02-7. Unit of Measure for Testing Impairment of Indefinite-Lived Intangible Assefs. Any excess of the carrying value over the fair 
value for franchise rights is charged to operations as an impairment loss. 

The evaluation of long-lived assets for impairment requires a high degree of judgment and involves the use of significant 
estimates and assumptions. For additional information, see Note 9. 

Internal-Use Sofmare 

The Company capitalizes cettain direct development costs associated with internal-use software, including external direct 
costs of material and services, and payroll and related benefit costs for employees devoting time to the software projects- Such costs 
are amortized over an estimated useful life of three years, beginning when the assets are substantially ready for use. Amounts 
capitalized for internal-use software were $24,054,000, $22,502,000 and $1 4,882,000 during 2005.2004 and 2003. respectively. 
Amortization of internal-use software costs was $23,959,000. $14,325,000 and $5,820,000 for2005,2004 and 2003, respectively. The 
net book value of internal-use software at December 3 1,2005 and 2004 was $42,460,000 and $42,059,000, respectively. In ted-use  
software costs are included in other noncurrent assets, net in the accompanying consolidated balance sheets. 

Deferred Finnncng Fees 

In general, costs associated with the issuance and refinancing of debt are deferred and amortized to interest expense using the 
effective interest method over the term of the related debt agreement. However, in the case of deferred financing costs related to pre- 
petition debt obligations, amortization was terminated effective on the Petition Date and the unamortized amount at the Petition Date 
(SI 34,208,000) is included as an offset to liabilities subject to compromise at the Petition Date and at December 3 1,2005 and 2004 as 
an adjusment of the net carrying value of the related pre-petition debt. At December 3 1,2005 and 2004, deferred financing fees of 
$7,656,000 and $46,589,000. respectively, are included in other noncurrent assets, net in the accompanying consolidated balance 
sheets. 

Minority's Interest 

Recognition of minority's interest share of losses of consolidated subsidiaries was limited to the amount of such minority's 
allocable share of the common equity of those consolidated subsidiaries. 

Foreign Cwrency Tramlation 

Assets and liabilities of the Company's cable operations in Brazil, where the functional currency is the local currency, are 
translated into US. dollars at the exchange rate as of the balance sheet date, and the related translation adjustments are recorded as a 
component of other comprehensive income (bss). Revenue and expenses are translated using average exchange rates prevailing 
during the period. 
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Trunsacfiom wirh the Rigus Farnib and Rigus Furnib Entities 

As discussed in Note 5, effective January I, 2004, the Company began consolidating the Rigas Co-Borrot~ng Entities. In 
addition to the Rigas Co-Borrowing Entities, the Company had significant involvement, directly or indirectly, with the Rigas F a m ~  

. -  and Other Rigas Entities prior to the Petition Date. The following is a discussion of the Company’s significant accounting-policies 
related to transactions with the Rigas Family and Rigas Family Entities. On April 25,2005, Adelphia and the Rigas Family entered 
into an agreement to settle Adelphia’s lawsuit against the Rigas Family. For additional information, see Note 16. 

The Company continues to fund the cash needs for the payment of interest on co-borrowing debt for the Rigas Co-Borrowing 
Entities. Generally, amounts funded to or on behalf of the Rigas Family and Rigas Family Entities were recorded by the Company as 
advances to those entities. Effective January I, 2004, advances to the Rigas Co-Borrowing Entities are eliminated in consolidation. 
Advances to the Rigas Family and Other Rigas Entities are included as amounts due from the Rigas Family and other Rigas Entities, 
net in the accompanying consolidated balance sheet as o f  December 31.2004. No amounts have been funded on behalf of the Rigas 
Family and Other Rigas Entities since 2002. 

Amounts due from the Rigas Family and Other Rigas Entities. net was presented as an addition to stockholders’ deficit in the 
accompanying December 31,2004 consolidated balance sheet because: (i) approximately half of the advances were used by those 
entities to acquire Adelphia securities; ( i i )  these advances occurred frequently; (iii) there were no definitive debt instruments that 
specified repayment terms M mterest rates; and (iv) there was no demonstrated repayment history. 

Prior to the Forfeiture Order, where a contractual agreement or similar arrangement existed for management services to the 
Managed Cable Entities, the fees charged were based on the contractuafty specified terms. Such management agreements generally 
provided for a management fee based on a percentage of revenue plus reimbursements for expenses incurred by the Company on 
behalf of the Managed Cable Entities. i n  the absence of such agreements and following the Forfeiture Order, the fees charged by the 
Company to the Managed Cable Entities are based on the actual costs incurred by the Company. Such charges are generally based on 
the M i a g e d  Cable Entities’ share of revenue or subscribers, as appropriate. Management believes that the amounts charged to the 
Managed Cable Entities and reflected in the accompanying consolidated statements of operations with respect to management fees are 
reasonabfe. Amounts charged subsequent to January I, 2004 have been eliminated in Consolidation. All other transactions prior to 
January I ,  2004 between the Company and the Rigas Family Entities have been reflected in the Company’s consolidated financial 
statements based on the actuai cost of the related goods or services. 

The Company fotlowed the principles outlined in SFAS NO. 114, Accoming by Crediforsfor Impairment UIQ Loan, and 
SFAS No. I IS, Accounting by Creditors for Impirmenfs of a Loan - Income Recognition und Disclosures, to determine impairment 
of advances to the Rigas Family and Other Rigas Entities prior to the Forfeiture Order and to establish its policies related to both the 
determination of impairment of advances to the Rigas Co-Bowowing Entities and the recognition of interest due from them for periods 
prior to January 1,2004. The Company evaluated impairment of amounts due from the Rigas Family and Rigas Family Entities 
quarterly and whenever other facts and circumstances indicated the c a v i n g  value may have been impaired, on an entity-by-entity 
basis, which considers the legal structure of each entity to which advances were made. The Company was unable to evaluate 
impairment based on the present value of expected future cash flows from repayment because the advances generally did no( have 
supporting loan documents, interest rates, repayment terms or history of repayment. The Company considered such advances as 
collateral-backed loans and measured the expected repayments based on the estimated fair vafue of :he underlying assets of each 
respective entity at the balance sheet dates. The evaluation was based on an orderly liquidation of the underlying assets and did not 
apply current changes in circumstances to prior periods. For example, the most significant impairment recognition occurred when the 
Debton filed for bankruptcy protection in June 2002 due to the dramatic effect that the filing had on the value of the underlying assets 
available for repayment of the advances. No increases in underlying asset values were recognized following bankruptcy. 

Revenue Recognition 

Revenue from video and HSI service is recognized as services are provided. Credit risk is managed by disconnecting services 
to customers whose accounts are delinquent for a specified number of days. Consistent with SFAS No. 51, installation revenue 
obtained from the connection of subscribers to the cable system is recognized in the period installation services are provided to the 
extent of related direct selling costs. Any remaining amount is deferred and recognized over the estimated average period that 
customers are expected to remain connected to the cable system. Installation revenue Was less than related direct selling costs for all 
periods presented. The Company cfassifies fees cotlected from cable subscribers for reimbursement of fees paid to local franchise 
authorities as a component of service revenue because the Company is the primary obligor to the locat franchise authority. Revenue 
from advertising sales associated with the Company’s media services business is recognized as the advertising is aired. Certain fees 
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and commissions related to advertising sales are recognized as costs and expenses in the accompanying consoiidated financial 
statements. 

Programming Launch Fees ond Incentives 

From time to time, the Company enters into binding agreements with programming networks whereby the Company is to 
receive cash, warrants to purchase common stock or other consideration in exchange for launch, channel placement or other 
considerations with respect to the carriage of programming services on the Company's cable systems. Amounts received or to be 
received under such arrangements are recorded as deferred revenue and amortized, generally on a straight-line basis, over the contract 
term, provided that it is probable that the Company will satisfy the carriage obligations and that the amounts to be received are 
reasonably estimable. Where it is not probable that the Company will satisfy the carriage obligations, or where the amounts to be 
received are not estimable, recognition is deferred until the specific caniage obligations are met and the consideration to be received is 
reasonably estimabie. The amounts recognized under these arrangements generally are reflected as reductions of costs and expenses. 
However, amounts recognized with respect to payments received from shopping and other programming networks for which the 
Company does not pay Iicense fees and consideration received in connection with interactive services are reflected as revenue. At the 
time that the Company's launch, caniage or other obligations are terminated. any remaining deferred revenue associated with such 
terminated obligations is recognized and included in other income (expense), net in the accompanying consolidated staternents of 
operations. 

Advertising Costs 

Advertising costs are expensed as incurred. The Company's advertising expense was $l14,673,000, $96,842,000 and 
588,379,000 during 2005,2004 and 2003, respectively. 

Sfock- Based Compensation 

The Company appIies the intrinsic value-based method of accounting prescribed by Accounting Principies Board ("APB") 
Opinion No. 25, Accounting& Stock Issued to Employees ("APB Opinion No. 25'1, and related interpretations to account for the 
Company's fixed plan stock options. Under this method, compensation expense for stock options or awards that are fixed is required 
to be recognized over the vesting period only if the current market price of the underlying stock exceeds the exercise price on the date 
of grant. All outstanding stock options became fully vested in February 2005. SFAS No. I23, AccoimnrIng~o~Stoc~-Bared 
Compensation ("SFAS No. IW), established accounting for stock-based employee compensation plans. As allowed by SFAS 
No. 123, the Company has etected to continue to appiy the intrinsic value-based method of accounting prescribed by APB Opinion 
No. 25, and has adopted the disclosure requirements of SFAS No. 123, as amended by SFAS No. 148, Accounting fur Sfock-Based 
Compensation - Transition and Disciosure - an Amendment of FASB Statement No. 123 and by SFAS NO. I23-R, Share-Bared 
Payment. The following table.illustrates the effects on net loss and loss per common share as if the Company had applied the fair 
value recognition provisions of SFAS No. 123 to stock-based employee compensation (amounts in thousands, except per share 
amounts): 
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Year ended Dearnkr 31, 
2005 2884 2083 

come (loss), as reported f 34,663 $ (1,910,8 
Compensation expense determined under fair vaiue 

P income (loss) s 34,650 
(13) of $0 taxes for all years 

per Class A common share. 

Diluted - pro forma 

The grant-date fair values underlying the foregoing calculations are based on the Black-SchoIes option-pricing model. 
Adelphia has not granted stock options since 2001. With respect to stock options granted by Adelphia in 2001, the key assumptions 
used in the model for purpose of these calculations were as follows 

Dividend yield 0% 

Income Tmes 

The Company accounts for its income taxes using the asset and liability method. Under the asset and liability method, 
deferred tax assets and liabilities are recognized for the estimated future tax consequences attributable to differences between the 
financial statement carrying amounts of  existing assets and liabilities and their respective tax bases. In addition, deferred tax assets are 
also recorded with respect to net operating loss and other tax attribute carryforwards. Deferred tax assets and liabilities are measured 
using enacted tax rates in effect for the year in which those temporary differences are expected to be recovered or settled. Valuation 
allowances are established when realization of the benefit of deferred tax assets is not deemed to be more likely than not. The effect on 
deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment date. 

Earnings (Loss) Per Common Share ("EPS") 

The Company uses the two-class method for computing basic and diluted EPS. Basic and diluted EPS for the Class A 
Common Stock and the Class B Common Stock was computed by allocating the income applicable to common stockholders to 
Class A common stockholders and Class B common stockholders as if all of the earnings for the period had been distributed. This 
allocation, and the caicufation of the basic and diluted net income (loss) applicable to Class A common stockholders and Class B 
common stockholders, do not reflect any adjustment for interest on the convertible subordinated notes and do not reflect any declared 
or accumulated dividends on the convertible preferred stock, as neither has been recognized since the Petition Date. For the year ended 
December 31,2005, income applicable to common stockholders for computing basic EPS of $30,66O,OOO and $3,220,000 has been 
allocated to the Class A Common Stock and Class B Common Stock. respectively, and income applicable to common stockholders for 
computing diluted EPS of $30.5 14,000 and $3,566,000 has been allocated to the Class A Common Stock and Class B Common Stock, 
respectively. Under the two-class method for computing basic and difuted EPS. losses have not been allocated to each class of 
common stock, as security holders are not obligated to fund such losses. 
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Diluted EPS of Class A and Class B Common Stock considers the potential impact of dilutwe securities. For the year ended 
December 3 1,2005, 144.992 of potential common shares subject to stock options have been excluded from the diluted EPS 
calculation as the option exercise price is greater than the average market price of the Class A Common Stock. For the years ended 
December 31,2004 and 2003, the mclusion of potential common shares would have had an anti-ddutive effect. Accordingly, potential 
common shares of 87,On.W and 87,082,474 have been exduded from the diluted EPS calculations in 2004 and 2003, respectively - 

The potential common shares at December 3 I ,  2005,2004 and 2003 consist of Adelphia’s 5 ID% Series D Convertible 
Preferred Stock (‘Series D Preferred Stock”), 7 112% Series E Mandatory Convertible Preferred Stock (“Series E Preferred Stock”), 7 
ID% Series F Mandatory Convertible Preferred Stock (“Series F Preferred Stock“), 6% subordinated convertible notes, 3.25% 
subordinated convertible notes and stock options. As a result of the filing of the Debtors’ Chapter 1 I Cases, Adelphia, as of the 
Petition Date, discontinued accruing dividends on all of its outstanding preferred stock and has excluded those dividends from the 
diluted EPS calculations. The debt instruments are convertible into shares of Class A and Class B Common Stock. The preferred 
securities and stock options are convertible into Ctass A Common Stock. The basic and diluted weighted average shares outstanding 
used for EPS computations for the periods presented are as follows: 

Year cndcd Dauabcr 31, 
zoQ5 2804 2003 

B ted average sha CO $92 
Potentia1 common shares- 

vert 5 9  
Convertible subordinated notes 28,683,846 

B ighted average shares tock 5 

Diluted weighted average shares of Class B Common 
Stock 37,215,133 25,05 5,365 25,055,365 

Use of Estimates 

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in the 
United States CGAAP) requires management to make estimates and assumptions that affect the reported amounts of assets, 
liabilities, revenue and expenses. Significant estimates are involved in the determination of: (i) asset impaiments; (ii) the recorded 
provisions for contingent liabilities; (iii) the carrying amounts of liabilities subject to compromise; (iv) estimated useful lives of 
tangible and intangible assets; (v) internal costs capitalized in connection with construction and instahtion activities; (vi) the recorded 
amount of deferred tax assets and liabilities; (vi9 the allowances provided for uncotlectible amounts with respect to the amounts due 
from the Rigas Family and Rigas Family Entities and accounts receivable; (viii) the allocation of the purchase price in business 
combinations; and (ix) the fair value of derivative financial instruments. Actual amounts, particularly with respect to matters impacted 
by proceedings under Chapter I t ,  could vary significantly from such estimates. 

Note 4 Recent Accounting Pronouncements 

In March 2005, the FASB issued FASB Interpretation No. 47, Accounting for Conditional Asset Retirement Obligations. an 
inrerprefution of FASB Sfufemenr No. I43 (“FIN 47’3, which addresses the financial accounting and reporting obligations associated 
with the conditional retirement of tangible long-lived assets and the associated asset retirement costs. FIN 47 requires that, when the 
obligation to perform an asset retirement activig is unconditional, and the timing andlor the method ofsettlement of the obligation is 
conditional on a future event, companies must recognize a liability for the fair value af the conditional asset retirement if the fair value 
of the liability can be reasonably estimated. The requirements of FIN 47 are effective for fiscal periods ending after December 15, 
2005. 

The Company has certain equipment, the disposal of which may be subject to environmental regulations. The Company’s 
asset retirement obligations associated with environmental regutations for the disposition of its equipment are not material. The 
Company also owns certain buildings containing asbestos whereby the Company is legally obligated 10 remediate the asbestos under 
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certain circumstances, such as if the buildings undergo renovations or are demolished. The Company does not have suffcient 
information to estimate the fair value of its asset retirement obligation for asbestos remediation because the range of time over which 
the Company may seule the obligation is unknown and cannot be reasonably estimated. 

- .  ~~ . In June ZOOS, the .EITF reached a consensus on Issue No. 04-5, Determining Whether a General Partner. or the General 
Partners us a Group. Conrruls a Limited Partnership or Similar Ewty “hen the Limited Partners Have Certain Righrs (“EITF 04- 
5”). EITF 04-5 provides guidance in assessing when a general paitner controls and consolidates its investment in a limited partnership 
or simiIar entity. The general partner is assumed to control the limited partnership unless the limited partners have substantive kick-out 
or participating rights. The provisions of EITF 04-5 were required to be applied beginning June 30,2005 for partnerships formed or 
modified subsequent to June 30,2005, and are effective for general partners in all olher limited partnerships beginning January I, 
2006. EITF 04-5 had no impact on the Company’s financial position or results of operation for the year ended December 31,2005. 
The Company is currently evaluating the impact of the adoption of EITF 04-5 in 2006. 

Nefe 5 Variable Interest Entities 

FIN 46-R requires variable interest entities, as defined by FIN 46-R, to be consolidated by the primary beneficiary if certain 
criteria are met. The Company concluded that the Rigas Co-Borrowing Entities are variable interest entities for which the Company is 
the primary bemficiq, as contemplated by FM 44-R. Accordingly, effective January 1,2004, the Company began consolidating the 
Rigas Co-Borrowing Entities on a prospective basis. The assets and liabilities of the Rigas Co-Borrowing Entities are included in the 
Company’s consolidated financial statements at the Rigas Family’s historical cost because these entities first became variable interest 
entities and Adelphia became the primary beneficiary when Adelphia and these entities were under the common control of the Rigas 
Family. As a result of the adoption of FIN 46-R, fhe Company recorded a $588,782,000 charge as a cumulative effect of a change in 
accounting principle as of January 1,2004. The Company is reporting the operating results of the Rigas Co-Borrowing Entities in the 
“cable” segment. See Note I 5  for further discussion of the Company’s business segments. 

The April 2005 agreements entered into by the Dislrict Court in the SEC civil enforcemenf action (the “SEC Civil Action”), 
including: (i) the Non-Prosecution Agreement; (ii) the Adelphia-Rigas Settlement Agreement (defined in Note 16); (iii) the 
Government-Rigas Settlement Agreement (also defined in Note 16); and (iv) the final judgment as to Adelphia (collectively, the 
“Government Settlement Agreements*), provide, among other things, for the forfeiture of certain assets by the Rigas Family and Rigas 
Family Entitles. Pursuant to the Forfeiture Order, all right, title and interest of the Rigas Family and Rigas Family Entities in the Rigas 
Co-Borrowing Entities (other than Coudersport and Bucktail), certain specified real estate and any securities of the Company were 
forfeited to the United States on or about June 8,2005 and such assets and securities are expected to be conveyed to the Company 
(subject to completion of forfeiture proceedings before a federal judge to determine if there are any superior claims) in furtherance of 
the Non-Prosecution Agreement. See Note 16 for additional information. 

As of June 8,2005, the Company was no longer the primary beneficiary of Coudersport and Bucktail. Accordingly, the 
Company ceased to consolidate Coudersport and Bucktail under FIN 46-R and recorded a net charge of $12.964,OOO in the 
accompanying consolidated statement of operations for the year ended December 31,2005. Such charge is included as  a component of 
the net benefit from the settlement with the Rigas Family (see Note 6). 

In addition to che Rigas Co-Borrowing Entities, the Rigas Family owned, prior to forfeiture to the United States on June 8, 
2005, at least 16 additional entities in which the Company held a variable interest. The Company did not apply the provisions of FIN 
46-R to the Other Rigas Entities because the Company did not have sufficient financial information to perform the required 
evaluations. As a result of the Government Setflement Agreements, as of June 8,2005, the Company no longer held a variable interest 
in these entities. 

In addition to the Rigas Family Entities, the Company performed an evaluation under FIN 46-R of other entities in which the 
Company has a financial interest. The Company concluded that no further adjusrments to its consolidated financial statements were 
required as a result of these evaluations and the adoption of FM 46-R 
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The consolidation of the Rigas Co-Borrowing Entities resulted in the following impact to the Company’s consolidated 
financial statements for the indicated periods (amounts in thousands): 

Year ended Dccembn 31, 
Zogs 2004 

Rev 
Operating income (loss) s 19,870 $ 

1 
1 

455,387 $ (589,819) 

Descmber 31, 
7 M C  

Noncurrent liabilities s 5,660 $ 6,617 

Note 6: Transactions with the Rigas Famity and Rigas Family Entities 

In addition to the Rigas Co-Borrowing Entities discussed in Note 5, prior to May 2002, the Company had significant 
involvement, directly or indirectly, with the Rigas Family and Other Rigas Entities. The following table shows the amounts due from 
the Rigas Family and Other Rigas Entities, net of the allowance for uncollectible amounts, at December 31,2004 (amounts in 
thousands): 

Amwn 
Entit 0 

Allowance for uncollectible amounts (2.602.0271 
d Other Rigas 

For purposes of assessing collectibiiity, the Company considered the amounts due from the Rigas Family and Other Rigas 
Entities to be coltateral-backed loans and used the estimated values of the underlying debt and equity securities of Adelphia, which 
were forfeited to the United States on or about June 8,2005, to determine expected repayments. Amounts due from the Rigas Family 
and Other Rigas Entities, net was presented as an addition to stockholders’ deficit in the accompanying December 3 I ,  2004 
consolidated balance sheet because: (i) approximately half of the advances were used by those entities to acquire Adelphia securities; 
(ii) these advances occurred frequently; (iii) there were no definitive debt instruments that specified repayment terms or interest rates; 
and (iv) there was no demonstrated repayment history. 

In connection witb the Government Settlement Agreements, all amounts owed between Adelphia (including the Rigas Co- 
Borrowing Entities) and the Rigas Family and Other Rigas Entities.will not be collected or paid. As a resdt, in June 2005, the 
Company derecognized a $460,256,000 payable by the Rigas Co-Borrowing Entities to the Rigas Family and Other Rigas Entities. 
This liability, which was recorded by the Company in connection with the January I ,  2004 consolidation of the Rigas Co-Borrowing 
Entities, had no legal right of set-off against amounts due to the Rigas Co-Borrowing Entities from the Rigas Family and Other Rigas 
Entities. 

Also, in connection with the Government Settlement Agreements, equity ownership of the Rigas Co-Borrowing Entities 
(other than Coudersport and Bucktail), debt and equity securities of the Company, and certain real estate were forfeited by the Rigas 
Family and the Rigas Family Entities and are expected to be conveyed to the Company (subject to completion of forfeiture 
proceedings before a federal judge to determine if there are any superior claims). in conjunction with the Forfeiture Order, the 
Company recorded the debt and equity securities and real estate at their fair value of 634,629,000. Additional impairment of 
$24,600,000 was recognized by the Company following the June 2005 forfeiture due to further decline in the fair value of the 
securities. Such impairment is included in other income (expense), net in the accompanying consolidated statement of  operations for 
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the year ended December 31,2005. The adjusted fair value of the debt and equity securities and real estate of $l0,029,0O0 has been 
reflected as a current asset in the accompanying consolidated balance sheet as of December 31,2005. The Company has concluded 
that the equity interests it expects to receive in the Rigas Co-Borrowing Entities have nominal value as the liabilities of these entities 
significantty exceed the fair vaIue of fheir assets. As discussed in Note 5, the assets and liabilities of the Rigas Co-Borrowing Entities 
have been included in the Company’s consolidated financial statements since January 1,2004. 

The Government Settlement Agreements also required the Company to pay the Rigas Family an additional SI 1 ,SOO,OOO for 
legal defense costs, which was paid by the Company in June 2005. The Government Setttement Agreements release the Company 
from further obligation to provide funding for legal defense costs for the Rigas Family. 

During 2004 and 2003, various stipulations and orders were approved by the Bankfuptcy Court that caused the Managed 
Cabte Entities to pay approximatety $28,000,000 of legal defense costs on behalf of certain members of the Rigas Family. During the 
year ended December 3 I ,  2004 and 2003, $1 7,000,000 and $1 I,OOO,OOO, respectively, of such defense costs have been included in 
investigation, re-audit and sate transaction costs in the accompanying consolidated statements of operations. 

As of December 31,2004, ihecompany had acwued $2,717,000 of severance for John J. Rigas pursuant to the terms of a 
May 23,2002 agreement with John J .  Rigas, Timothy J. Rigas, James P. Rigas and Michael J. Rigas. The Government Settlement 
Agreements release the Company from this severance obtigation. Accordingly, the Company derecognized the severance accrual and 
recognized the benefit of S2,717,OoO in June 2005. 

The Company recognized a net benefit from the settlement with the Rigas Family in June 200s and has included such benefit 
in other income (expense), net in the consolidated statement of operations for the year ended December 31,2005, as follows (amounts 
in thousands). 

* Represents the December 31,2004 amounts due from the Rigas Family and Other Rigas Entitles of $28,743,OoO, less a provision 
for uncollectible amounts of $1 3,338,000 recognized by the Company for the period from January I ,  2005 through June 8,2005 
(date of the Forfeiture Order) due to a dectine in the fair value of the underlying securities 

Impact of Transacttons wifh the Rigas Family and Rigas Family Entities on Consolidated StatemenLs oJOperafions 

Transactions occurring on or after January I ,  2004 between the Company and the Rigas Co-Borrowing Entities are 
eltrninated in consol~datlon The effects of various transactions between the Company and the Rigas Family and Rigas Family Entities 
on certain line items included in the accompanying consolidated statement of operations for the year ended December 3 I ,  2003 are 
summarized below (amounts m thousands) 

d administrative expenses. 
fees and other costs charged by the Company 

Cable Entities (a) 
and otber costs charged by the Rigas 
es Rigas Entities to the Company (b) 

Total included in selling, general and administrative 
expenses 5 (21,242) 

(a) Management Fees ond Other Cosrs Charged by [he Company ro h e  Managed Cable Enntres. The Company provided 
management and administrative services, under written and unwritten enforceable agreements, to the Managed Cable Entities 
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The management fees actually paid by the Managed CaMe Entities were generally limited by the terms of the applicable Co- 
Borrowing Facility. The amounts charged to the Managed Cable Entities pursuant to these arrangements were included in 
management fees and other charges to the Managed Cable Entities in the foregoing table and have been reflected as a reduction of 
selling, general and administrative expenses in the accompanying consolidated statement of operations for the year ended 
December 31,2003. Effective January I ,  2004, these fees and cost allocations have been e h i n a l e d  upon consolidation of the 
Rigas Co-Borrowing Entities. 

(b) Management Fees and Orher Costs Charged by the Rigas Family and Other Rigas Entities to the Cornpay. Certain other Rigas 
Entities provided management services to the Company in exchange for consideration that may or may not have been equal to the 
fair value of such sewices during the year ended December 3 1,2003. 

Charges for serviW arose from Adelphia’s 99.5% limited partnership interest in Praxis Caprtal Ventures, L P CPraxis”), a 
Consolidated subsidiary of Adelphia. Praxis was primarily engaged in making private equity investments in the 
telecommunications market. The Rigas Family owns membership interests in both the Praxis generai partner and the company 
that manages Praxis. The Praxis management company charged a management fee to Adelphia, at an annual rate equal to 2% of 
the capital committed by Adelphia. Adelphia recorded an expense for management fees of $9?5,OOO for the year ended 
December 31,2003. During 2004 and 2003, the Company recorded reserves of $800,000 and S300,000, respectively, against the 
remaining carrying value of the Praxis investments. 

By order dated October 20,2003, the Debtors rejected the Praxis partnership agreement under applicable bankruptcy law. 
Rejection may give rise to pre-bankruptcy unsecured damage claims that are included in liabilities subject to compromise at the 
amounts expected to be allowed. As of December 3 I ,  2005 and 2004, the Company had accrued S 1,300,000 in management fees 
due under the Praxis partnership agreement as a liability subject to compromise for the periods prior to rejection of the partnership 
agreement 

Orher Transadom with the Rigas Family and Rigas Family Edifies 

Rigas Co-Borrowmg Enfities. The Company performs all of the cash management functions for the Rigas Co-Borrowing 
Entities. AS such, positive cash flows of the Rigas Co-Borrowing Entities are generally deposited into the Company’s cash accounts- 
Negative cash flows, which include the payment of interest on co-borrowing debt for the Rigas Co-Borrowing Entities, are generally 
deducted from the Company’s cash accounts. In addition, the personnel of the Rigas Co-Borrowing Entities are employees of the 
Company, and all of the cash operating expenses and capital expenditures of the Rigas Co-Borrowing Entities are paid by the 
Company on behalf of the Rigas Co-Borrowing Entities. Charges to the Rigas Co-Borrowing Entities for such expenditures are 
determined by reference to the terms of the applicable thrrd party invoices or vendor agreements. Although this activiw affects the 
amounts due from the Rigas Co-Borrowing Entities, prior to the consolidation of the Rigas Co-Borrowing Entities, the Company did 
not include any of these charges as related party transactions to be separately reported in its consolidated statements of operations. 
Effective January I ,  2004, such amounts are included in the Company’s consolidated statements of operations. The most significant of 
these expenditures incurred by the Company on behalf of the Rigas Co-Borrowing Entities during 2003 include third party 
programming charges, employee related charges and third party billing service charges which are shown in the following table 
(amounts in thousands). 

ming ch om thtrd party vendo ,228 
20,543 

s 71 780 
ve 

CenfuryIML Cable. In connection with the December 13,2001 settlement of a dispute, Adefphia, Century, CenturyhIL 
Cable, ML Media and Highland, entered into a Leveraged Recapitalization Agreement (the ”Recap Agreement”) pursuant to which 
Century/ML Cable agreed to redeem ML Media’s 5oo/o interest in CenturylML Cable (the “Redemption”) on or before September 30, 
2002 for a purchase price between S275,000,000 and $279,800,000, depending on the timing of the Redemption, plus interest. Among 
other things, the Recap Agreement provided Ihat: (i) Highland would arrange debt financing for the Redemption; (ii) Highland, 
Adelphia and Century would jointly and severally guarantee debt service on debt financing for the Redemption on and after the 
closing of the Redemption; and (iii) Highland and Century would own 600h and 40% interests, respectively, in the recapitalized 
CenturylML Cable. Under the terms of the Recap Agreement, Century’s 50% interest in CenturyML Cable was pledged to ML Media 
as collateral for Adelphia’s obligations On orabout December IS, 2001, Adefphia placed SI O,OOO,OOO on deposit on behalf of 
Highland as earnest funds for the transaction During June of 2002, ML Media withdrew the $1 0,000,000 from 
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escrow following the Bankruptcy Court’s approval of the release of these funds to ML Media. Simultaneously with the execution of 
the Recap Agreement, ML Media, Adelphia and certain of its subsidlanes entered into a stipulation of settlement, pursuant to which 
certain litigation between them was stayed pending the Redemption. By order dated September 17, 2003, Adelphia and C e n t w  
rejected the Recap Agreement under applicable bankruptcy law. Adetphia has not accrued any liability for damage claims related to 
the rejection of the Recap Agreement. Adelphia and CenturyfML Cable have challenged the Recap Agreement and the Redemption as 
unenforceable on fraudulent transfer and other grounds, and Adelphia, Century, Highland, CenturyML and ML Media are engaged in 
litigation regarding the enforceability of the Recap Agreement. In this regard, ML Media filed an amended complaint against Adelphia 
on July 3,2002 in the Bankruptcy Court On April IS, 2004, the Bankruptcy Court dismissed all counfs of Adelphia’s challenge of the 
Recap Agreement except for its allegation that ML Media aided and abetted a breach of fiduciary duties in connection with its 
execution. The court also allowed CenturyML Cable’s action to avoid the Recap Agreement as a fraudulent conveyance to proceed. 

On June 3,2005, Century entered into an interest acquisition agreement with ML Media, CenturylML Cable. Century-ML 
Cable Corporation (a subsidiary of CenturylML Cable) and San Juan Cable (the “IAA”) pursuant to which Century and ML Media 
agreed to sell their interests in CenturymL Cable for S S Z O , ~ , ~  (subject to potential purchase price adjustments as defined in the 
IAA) to San Juan Cable. On August 9,2005, CenturyML Cable filed its plan of reorganization (the “CenturyML Plan”) and its 
related disclosure statement (the “CenturyML Disclosure Statement”) with the Bankruptcy Court On August HJ, 2005, the 
Bankruptcy Court approved the CenturylML Disclosure Statement. On September 7,2005. the Bankruptcy Court confirmed the 
CentutyML Plan, which is designed to satisfy the conditions of the IAA with San Juan Cable and provides that all third party claims 
will either be paid in full or assumed by San Juan Cable under the terms set forth in the IAA. On October 3 1,2005, the sale of 
CenturyML Cable IO San Juan Cable was consummated (the “CenturyML Sale”) and the CentUryML Plan became effwtive. Neither 
the CenturylML Cable Sale nor the effectiveness of the C e n t u r y M  Plan resolves the pending litigation among Adelphia, Century, 
Highland, CenturylML Cable and ML Media. For additional information concerning this litigation, see Note 16. For additional 
information concerning the CenturyiML Sale, see Note 8. 

Mote 7: TelCove 

Global Settiernent Agreement 

Telcove, Inc. CTelcove”) owned, operated and managed entities that provided competitive local exchange carrier (“CLEC”) 
telecommunications services. On January I I ,  2002, the Company completed a transaction whereby all of the shares of common stock 
of Telcove owned by Adelphia were distributed in the f m  of a dividend to holders of Class A Common Stock and Class B Common 
Stock. On February 21,2004, the Debtors and TelCove executed a global settlement agreement (the %lobal Settlement”) that 
resolved, among other things, certain claims put forth by both TelCove and Adelphia. The Global Settlement provided that, on the 
closing date, the Company would transfer to TelCove certain settlement consideration, including approximately $60,000,000 in cash 
plus an additional payment of up to $2,500,000 related to certain outstanding payables, as well as certain vehicles, real property and 
intellectual property licenses used in the operation of TelCove’s businesses. Additionally, the parties executed various annexes to the 
Global Settfement (collectively, the “Annex Agreements”) that provided, among other things, for: (i) a five-year business commitment 
to TelCove for telecommunication services by the Company; (ii) future use by TelCove of certain fiber capacity in assets owned by 
the Company; and (iii) the mutual release by the parties from any and all liabilities, claims and causes of action that either party had or 
may have had against the other party. Finally, the Global Settlement provided for the transfer by the Company to TelCove of certain 
CLEC systems (“CLEC Market Assets”) together with the various licenses, franchises and permits related-io the operation and 
ownership of such assets. On March 23,2004, the Bankruptcy Court approved the Global Settlement. The Company recorded a 
$97,902,000 tiability during the fourth quarter of 2003 to provide for the Global Settlement. The Annex Agreements became effective 
in accordance with their terms on April 7.2004. 

On April 7,2004. the Company paid $57,941,000 to TelCove, transferred the economic risks and benefits of the CLEC 
Market Assets to TelCove pursuant to the terms of the Gfobal Settlement and entered into a management agreement which provided 
for the management of the CLEC Market Assets from April 7,2004 through the date of transfer to TelCove. 

On August 20,2004, the Company paid TelCove an additional $2,464,000 pursuant to the Global Settlement in connection 
with the resolution and release of certain claims. On August 21,2004, the CLEC Market Assets were transferred to TelCove. 
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Discontinued CL EC Operatiom 

As a result of the Global Settlement discussed above, the Company transferred the CLEC Market Assets together with the 
various licenses. franchises and pennits related to the operation and ownership of such assets to TelCove. The Company has presented 
the CLEC Market Assets, inchding the cust ufthc Globid Settlement, as dscontinued operations in the accompanying consdidated 
financial statements The following table presents the summarized results of operations of the CLEC Market Assets included in 
discontinued operations for the indicated periods (amounts in thousands) 

Year ended DccembaJI, 
zBo4 2803 

Costs and expenses. 

828 2 354 

Note 8: Investments in Equity Affiliates and ReLted Receivables 

The Company has various investments accounted for under the equity method. The following table includes the Company’s 
percentage ownership interest and the carrying value of its investments and related receivables as of the indicated dates (dollars in 
thousands) 

Percmtazc anucrsbip as of 
Ikcrmba 31, December 31, 

2005 2004 2005 2004 

The Company’s share of losses of its equity affiliates. including excess basis amortization and write-downs to reflect other- 
than-ternporary declines In value, was $S88,000, $7,926,000 and $2,826,000 for the years ended December 31,2005,2004 and 2003. 
respectrvely . 

CentutyfML Cable 

CenturylML Cable owned and operated cable systems located in Puerto Rico. CenturyML Cable was a joint venture between 
ML Media and Century. As both Century and ML Media had substantiat parttcipatory rights in the management of CenturylML Cable, 
the Company used the equity method IO account for its investment in CenturylML Cable until September 30,2002, when CenturyML 
Cable filed a voluntary petition to reorganize under Chapter 11 of the Bankruptcy Code-This bankruptcy proceeding is administered 
separately from that of the Debtors. Following the Chapter 1 I filing, the Company suspended the use of the equity method and began 
to carry its investment in CentwymL Cable at cost. The Company evaluated its investment in CenturyML Cable for an other-than- 
temporary decline in fair value below the cost basis in accordance with its policy and conciuded that the estimated fair value exceeded 
its cost basis 

On June 3,2005, Century entered into the IAA, pursuant to which Century and ML Media agreed to sell their Interests in 
Century/ML Cable for $S2O,OOO,OOO (subject to potential purchase price adjustments as defined in the IAA) to San Juan Cable. On 
August 9,2005, CenturyhlL Cable tiled the CenturylML Plan and the reiated CenturyML Disclosure Statement with the Bankruptcy 
Court On August I 8,2005, the Bankruptcy Court approved the CenturyML Disclosure Statement. On September 7,2005, the 
Bankruptcy Court confirmed the CenturyML PIan, which is designed to satis@ the conditions of the IAA with San Juan 
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Cable and provides that all third p w  claims will either be paid in full or assumed by San Juan Cable under the terms set forth in the 
IAA On October 3 I ,  2005, the CenturylML Sale was consummated and the CenturyML Plan became effective. 

The preliminary purchase price paid by San Juan Cable in connection with the CenhxyML Sale was approximately 
$5 i9,000,000 @us &working capital adjustment o f  S82,735,W. The purchase price is subject to -in adjustments, including a 
review of the working capital adjustment, the Operating Cash Flow (as defined in the IAA) for the twelve months prior to the 
CenturylML Sale and the number of basic subscribers In connection with the CenturyML Sale, $25,000,000 of the purchase price 
was deposited into an indemnity escrow account to indemnify San Juan Cable against any misrepresentation or breach of warranty, 
covenant OT agreement by CenturyML Cable and SI 3,500,000 of the purchase price was deferred and IS subject to offset to the extent 
of any additional tax liabilities owed by CenturyiML Cable for periods prior to the CenturyiML Sale. In addition, $35,626,000 of the 
purchase price was deposited into an account jointly held in the name of Century and ML Media to fund the obligations of 
CenturyML Cable that were not assumed by San Juan Cable (the “ChturyiML Cable Account’) Century and ML Media have each 
received proceeds of $263,77O,OOo from the CenturyML Sale that were placed in escrow for the benefit of each party pending the 
resolution of the litigation among Adelphia, Century, Hightand, CenturylML Cable and ML Media. Subsequent to the closing of the 
CenturyML Sale, Century and ML Media each received OS,OOO,OOO of proceeds from the CenturyML Cable Account which were 
placed in their respective escrow accounts. ML Media may elect to receive a distribution of up to S70.000.000 from the proceeds of 
the CenturyML Sale. In the event that ML Media elects to receive a distribution. Century is entitled to receive a distribution of the 
same amount from its escrow. As of December 31,2005, IvfL Media and Century had each received a distribution of $lO,OOO,OOO 
from their respectiveesaow accounts. The Company recognized a gain of $47,234,000 on the CenturyML Sale. Such gain is 
included in other income (expense), net in the accompanying consolidated statement of operations for the year ended December 31, 
2005. 

On January 14,2006, Century and ML Media submitted an adjustment certificate to San iuan Cable seeking additional 
proceeds of si4,321,OoO. On February 13,2006, Century and ML Media received a notice from San Juan Cable rejecting the 
adjustment certificate and requesting additional proceeds of $50,000,000 from Century and ML Media. The parties are in discussions 
regarding the various proposed adjustments. The Company does not believe that the resolution of this matter will have a material 
impact to the Company’s financial condition or results of operations. 

The Company provided management, programming and record keeping services to CentwyML CabIe through October 31, 
2005. In connection with the December 2001 execution of the Recap Agreement among CenturyiML Cable, ML Media and one of the 
Rigas Family Entities, the parties agreed to increase the management fees from 5% to 10% of CenturyML Cable’s revenue plus 
reimbursable expeases. In June 2003, the management fees charged to CenturyML Cable were reduced to 5% of CenturylML Cable’s 
revenue plus reimbursable expenses in connection with the Debtors’ rejection of the Recap Agreement. The Company has provided 
reserves against any management fees charged in excess of 5%. After deducting reserves, the net CenturyML Cable management fees 
included as a reduction of selling, general and administrative expenses in the Company’s accompanying statements of operations were 
S3,687,000. $4,200,000 and $4,053,000 during 2005,2004 and 2003, respectively. At December 31,2004, the Company had a 
$23,442,000 receivable from CenturylML Cable for management fees, programming costs and other amounts paid on behalf of 
CenturylML Cable which was included with the Company’s investment in CenturyiML Cable in the foregoing table. 

As further described in Note 16, ML Media and Adelphia are engaged in litigation regarding the Recap Agreement and other 
matters. Neither the CenturyML Sale nor the effectiveness of the CenturylML Plan resolves the pending litigation among Adelphia, 
Century, Highland, Centuy/ML Cable and ML Media. 

Note 9: Impairment of Long-Lived Assets 

A summary of impairment charges for long-lived assets is set forth below (amounts in thousands): 

Property and equipment (a) 
intangible assets - Franchise 

Impairment of long-lived 
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(a) Properr), and Equipment 

In light of the declining values associated with cable systems in Brazit, as evidenced by the sale of other Brazilian cable 
entitie during 2003, the Compmy performed an evatuation of its Brazilian aide operations dunng 2003. As a result of this 
evaluation, the Company recorded an impairment charge to write-down the assets of this operation to their estimated fair market 
value. 

(b) Intangible Assefs - Franchise Rights 

Pursuant to SFAS No. 142, the Company, as a result of its annual impairment test, recorded additional impairments of 
$23,063,000, $83,349,000 and $641,000 in 2005,2004 and 2003, respectively, related to franchise rights. These impairments were 
primarily driven by subscriber losses. No events occurred during 2005,2004 or 2003 that would require additional impairment tests to 
be performed. 
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Note10 Debt 

The carrying value of the Company’s debt is summarized below for the indicated periods (amounts in thousands): 

December 3t. 
2805 zoo4 

Parent and subsidiary debt 
SeCUred. 

Senior notes . I, 105,538 

Due to the commencement of the Chapter I I proceedings and the Company’s failure to comply with certain financial 
covenants, the Company is in default on substantially ail of its pre-petition debt obligations. Except as otherwise may be determined 
by the Bankruptcy Court, the automatic stay protection afforded by the Chapter I 1 proceedings prevents any action from being taken 
against any of the Debtors with regard to any of the defaults under the pre-petition debt obligations. With the exception of the 
Company’s capital lease obligations and a portion of other subsidiary debt, all of the pre-petition obligations are classified as liabilities 
subject to compromise in the accompanying consolidated balance sheets. For additional information, see Note 2. 

(a) Second Extended DIP Facifiy 

in connection with the Chapter I I filings, Adelphia and certain of-its subsidiaries (the “Loan Parties”) entered into the 
$1 ,SW,OOO,OOO DIP Facility. On May IO, 2004, the Loan Parties entered into the Sl,OOO,OOO,OOO First Extended DIP Facility, which 
superseded and replaced, in its entirety, the DIP Facility. On February 25,2005, the Loan Parties entered into the $I ,300,000,000 
Second Extended DIP Facility, which superseded and replaced in its entirety the First Extended DIP Facility. The Second Extended 
DIP Facifity was approved by the Bankruptcy Court on February 22,2005 and closed on February 25,2005. 
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The Second Extended DIP Facility was to mature upon the earlier of March 3 I ,  2006 or the occurrence of certain other 
events, as described in the Second Extended DIP Facility. The Second Extended DIP Facility consisted of an $800,000,000 Tranche A 
Loan (including a SS00,OOO,OOO letter of credit subfacility) and a $S00,000,000 Tranche B Loan. The proceeds from the borrowings 
under the.Second Extended DIP Facility were permitted to be used for genera! corporate purposes and investments, as defined in the 
Second Extended DIP Facility. The Second Extended DIP Facility was secured with a rust priority lien on all of the Loan Parties' 
unencumbered assets, a priming first priority lien on all assets of the Loan Parties securing their pre-petition bank debt and a junior 
hen on alt other assets of the Loan Parties. The applicable margin on loans extended under the Second Extended DIP Facility was 
I .25% per annum (1 .So% under the First Extended DIP Facility) in the case of Alternate Base Rate loans and 2.25% per annum 
(2.50% under the First Extended DIP Facility) in the case of Adjusted London interbank offered rate ("LIBOR") loans. In addition, 
under the Second Extended DIP Facility, the commitment fee with respect to the unused portion of the Tranche A Loan was OSWh per 
annum (a range of 0.50% to 0.75%, depending upon the unused balance of the Tranche A Loan under the First Extended DIP Facility). 

In connection with the closing of the Second Extended DIP Facility, on February 25,2005, the Loan Parties borrowed an 
aggregate of $578,OOO,Ooo thereunder, and used all such proceeds and a portion of available cash and cash equivalents to repay all of 
the indebtedness outstanding under the First Extended DIP Facility, including accrued and unpaid mterest and certain fees and 
expenses. In addition, all of the participations in the letters of credit outstanding under the First Extended DIP Facility were transferred 
to certain lenders under the Second Extended DIP Facility. 

. 

The terms of the Second Extended DIP Facility contained certain restrictive covenants, which included limitations on the 
ability of the Loan Parties tor (i) incur additional guarantees, liens and indebtedness; (ii) sell or otherwise dispose. of certain assets; and 
(iii) pay dividends or make other distributions or payments with respect to any shares of capital stock, subject to certain exceptions set 
forth in the Second Extended DIP Facility. The Second Extended DIP Facility also required ;ompliance with certain financial 
covenants with respect to operating results and capital expenditures. 

From time to time, the Loan Parties and the DIP lenders entered into certain amendments to the terms of the Second 
Extended DIP Facility. In addition, from time to time, the Company received waivers to prevent or cure certain defaults under the 
Second Extended DIP Facility. These waivers and amendments were effective through the maturity date of the Second Extended DIP 
Facility. 

On March 9,2005 and December 30,2005, certain Loan Parties cash collateralized certain letters of credit outstanding under 
the Second Extended DIP Facility in connection with the consummation of certain asset sales. On May 27,2005 and July 6,2005, 
certain Loan Parties made mandatory prepayments of principal on the Second Extended DIP Facility in connection with the 
consummation of certain asset sales. As a result, the total commitment of the entire Second Extended DIP Facility was reduced to 
S1,27 1,22O,OOO, with the totai commitment of the Tranche A Loan being reduced to f771.888,OoO. As of December 31,2005, 
$352,020,000 under the Tranche A Loan has been drawn and letters of credit totaling $81,605,000 have been issued under the Tranche 
A Loan, leaving availability of 6338,263,000 under the Tranche A Loan. Furthermore, as of December 31,2005, the entire 
$4499,332,000 under the Tranche B Loan has been drawn. 

Third Extended DIP Faciliw 

On March t7,2006, the Loan Parties entered into the $ I  ,300,000,000 Third Extended DIP Facility, which supersedes and 
repraces in its entirety the Second Extended DIP Facility. The Third Extended DIP Facility was approved by the Bankruptcy Court on 
March 16,2006, ami closed on March 17,2006. Except as set forth below, the material terms and conditions of the Third Extended 
DIP Facility are substantially identical to the material terms and conditions of the Second Extended DIP Facility, including the 
covenants and cotlateral securing the Third Extended DIP Facility. 

The Third Extended DIP Facility generally matures upon the earlier of August 7,2006 or the occurrence of certain other 
events, as described in the Third Extended DIP Facility. The Third Extended DIP Facility is comprised of an $800,000,000 Tranche A 
Loan (including a SS00,000,000 letter of credit subfacility) and a $sOO,OOO,OOO Tranche B Loan. The proceeds h-om borrowings under 
the Third Extended DIP Facility are permitted to be used for general corporate purposes and investments, as  defined in the Third 
Extended DIP Facility. The Third Extended DIP Facility is secured with a first priority lien on all of the Loan Parties' unencumbered 
assets, a priming first priority lien on all assets of the Loan Parties securing their pre-petition bank debt and a junior lien on all other 
assets of the Loan Parties. The applicable margin on toans extended under the Third Extended DIP Facility was reduced (when 
compared to the Second Extended DIP Facility) to 1 .OO% per annum in the case of Alternate Base Rate loans and 2.00% per wnwn in 
the case of Adjusted LlBOR rate loans, and the commitment fee with respect to the unused portion of the Tranche A Loan is 0.50% 
per annum (which is the same fee that was charged under the Second Extended DIP Facility). 
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In connection with the closing of the Third Extended DIP Facility, on March 17,2006, the Loan Parties borrowed an 
aggregate of$916,000,000 thereunder, and used all such proceeds and a portion of available cash and cash equivalents to repay all of 
the indebtedness, including accrued and unpaid interest and certain fees and expenses, outstanding under the Second Extended DIP 
Facility. In addition, all of the participations in the letters of credit outstanding under the Second Extended DIP Facility were 
transferred to certain lenders under the Third Extended DIP Facility. 

(b) Parent Debt 

All debt of Adelphia i s  structurally subordinated to the debt of its subsidiaries such that the assets of an indebted subsidiary 
are used to satisfy the applicable subsidiary debt before being applied to the payment of parent debt. 

(c) Convertible Subordinated Notes 

The convertible subordinated notes include: (i) $1,029,876,000 aggregate princi@ amount of 6% convertible subordinated 
notes; (ii) $975,000,000 aggregate principal amount of 3.25% convertible subordinated notes; and (iii) unamortized discounts 
aggregating $12,854,000. Prior to the Forfeiture Order, the Other Rigas Entities held $167,376,000 aggregate principal amount of  the 
6% notes and $400,000,000 aggregate principal amount of the 3.25% notes The terms of the 6% notes and 3.25% notes provide for 
the conversion of such notes into Class A Common Stock (Class B Common Stock in the case of notes held by the Other Rigas 
Entities) at the option of the holder any time prior to maturity at an initial conversion price of $55.49 per share and $43.76 per share, 
respectively. 

Pursuant to the Forfeiture Order, ail right, title and interest of the Rigas Famify and Rigas Family Entities in any securities of 
the Company were forfeited to the United States on or about June 8,2005, and such securities are expected to be conveyed to the 
Company (subject to completion of forfeiture proceedings before a federal judge to determine if there are any superior claims) in 
furtherance of the Non-Prosecution Agreement. The Company will recognize the benefits of such conveyance when it occurs. For 
additional information, see Note 16. 

(d) Deleerred Financing Fees 

Pursuant to the requirements of SOP 90-7, deferred financing fees related to pre-petition debt have been included in liabilities 
subject IO compromise as an adjustment of the net carrying value of the related pre-petition debt and are no longer being amortized. 
Amortization of deferred financing fees related to pre-petition debt obligations was terminated effective on the Petition Date. 

(e) Co-Borrowing Fadiiies 

The Co-Borrowing Facilities represent the aggregate amount outstanding pursuant to three separate Co-Borrowing Facilities 
dated May 6, 1999, April 14,2000 and September 28.2001. Each co-borrower is jointty and severalty liable for the entire amount of 
the indebtedness under the applicable Co-Borrowing Facility regardless of whether that co-borrawer actually borrowed that amount 
under such Co-Borrowing Facility. Albamounts outstanding under Co-Borrowing Facilities at December 31,2005 and December 3 I ,  
2004 represent pre-petition liabilities that have been classified as liabilities subject to compromise in the accompanying consolidated 
balance sheets. Collection of amounts outstanding under the Co-Borrowing Facilities from the Rigas Co-Borrowing ht i t ies  has not 
been stayed and actions may be taken to  cotlect such borrowings from the Rigas Co-Borrowing Entities. 

The table below sets forth amounts outstanding for the Co-Borrowing Facilities at December 31,2005 and December 3 I ,  
2004 (amounts in thousands): 

Co-Borrowior 
I 

Facilities 

Attributable to non-Rig 
Total included as debt o 6 4,576,375 
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Other Debt Matters 

The fair value, as determined using third party quoted market prices OF r a t a  available for debt with similar terms and 
maturities, and weighted average interest rate of the Company’s debt, includmg the Company’s pre-petition debt, is summarized 
below as of the indicated periods (dollars in thousands) 

2985 2884 ZOO3 

The table below sets forth the contractual principal maturities, without consideration for default provisions. of  the Company’s 
debt. Such maturities exclude net discounts of331 1,326,000 and deferred fmancing fees of S134,208,OOO (amounts in thousands): 

2009 f 2.598925 
I .  

,314, 
201 1 and thereafter s I,075,000 

The foregoing maturities and interest rates include significant pre-petition obligations, which as discussed below, are stayed 
and any action taken with regard to defaults under the pre-petition debt obligations is prevented. Therefore, these commitments do not 
reflect actual cash outlays in future periods. 

Inferest Rate Derivative Agreements 

At the Petition Date, all of the Company’s derivative financial instruments had been settled or have since been settled except 
for one fixed rate swap, one variable rate swap and one interest rate collar. AS the settlement of the remaining derivative financial 
instruments will be determined by the Bankruptcy Courl, the $3,484,000 fair value of the liability associated with the derivative 
financial instruments at the Petition Date has been classified as a liability subject to compromise in the accompanying consolidated 
balance sheets 

Note 11: Redeemable Prekrred Stock 

13% Curnulolive Exchangeable PrefeeredStock 

On Jufy 7,1997, Adelphia issued 1.500,OOO shares of Series A 13% Cumulative Exchangeable Preferred Stock due July 15, 
2009 CSeries A Preferred Stock”). The Series A Preferred Stock, which was exchanged in November 1997 for Series B 13% 
Cumulative Exchangeable Preferred Stock due July 15,2009 (“Series B Preferred Stock”). had an aggregate liquidation preference of 
SI S0,OOO~OOO on the date of issuance and was recorded net of issuance costs of $2,025,OOO. Upon exchange, the shares of Series A 
Preferred Stock were returned to their original status of authorized but unissued preferred stock. Dividends are payable semi-annuaty 
at f3% of the liquidation preference of the outstanding Series B Preferred Stock. Dividends are payable in cash with any accumulated 
unpaid dividends bearing interest at 13% per annum. The Series B Preferred Stock ranks junior in right of payment to all indebtedness 
of Adelphia. Adelphia has the right to redeem, at its option, at1 or a portion of the Series B Preferred Stock at redemption prices that 
begin at 106.5% of the liquidation preference thereof on July 15,2002 and decline to 100% of the liquidation preference thereof on 
July 15,2008. Adelphia is required to redeem all of the shares of the Series B Preferred Stock outstanding on July 15,2009 at a 
redemption price equal to 1Wh of the liquidation preference thereof. Any redemption of the Series B Preferred Stock would require 
the payment, without duplication, of all accumulated and unpaid dividends and interest to the date of redemption. The Series B 
Preferred Stock provides for voting rights in certain circumstances and contains restrictions and limitations 
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on: (i) dividends and certain other payments and investments; (ii) indebtedness; (iii) mergers and consolidations; and (iv) transactions 
with affiliates 

Adelphia may, at its option, on any dividend payment date, exchange in whole or in part (subjecf to certain restridions), the 
then outslanding shares of Series B Preferred Stock for 13% Senior Subordinated Exchange Debentures due July 15,2009 which have 
provisions consistent with the provisions of the preferred stock. As a result of the filing ofthe Debtor’s Chapter 11 Cases. the 
Company, as of the Petition Date, discontinued accruing dividends on all of its preferred stock issuances. For additional information. 
see Note 2. The Series B Preferred Stock and the related accrued dividends are classified as a liability subject to compromise in the 
accompanying consolidated balance sheets. 

Note I 2  Stockholders’ Deficit 

Common Stock 

The Certificate of Incorporation of Adetphia authorizes two classes of $0.01 par value common stock, Class A Common 
Stock and Class B Common Stock Holders of Class A Common Stock and Class B Common Stock tote as a single class on alk 
matters submitted to a vote of the stockholders, with each share of Class A Common Stock entitled to one vote and each share of 
Class B Common Stock entitled to ten votes, except as described below with respect to the election of one director by the holders of 
Class A Common Stock, and as otherwise provided by law. In the annual election of directors, the holders of Class A Common Stock 
voting as a separate class are entitled to elect one of Adelphia’s directors. In addition, each share of Class B Common Stock is 
convertible into a share of Class A Common Stock at the option of the holder. In the event a cash dividend is paid, the holders of 
Class A Common Stock will be paid 105% of the amount payable per share for each share of Class B Common Stock. Upon 
liquidatbn, dissolution or winding up ofAdelphia, the holders of Class A Common Stock are entitled to a preference of $1 .OO per 
share and the amount of ail unpaid declared dividends thereon from any funds available after satisfj4ng the liquidation preferences of 
preferred securities, debt instruments and other senior claims on Adelphia’s assets. After such amount is paid, holders of Class B 
Common Stock are entitled to receive $ I  .OO per share and the amount of all unpaid declared dividends thereon. Any remaining 
amount would then be shared ratably by both classes. As of December 3 I, 2005, there were 74,635,728 shares of Class A Common 
Stock and 12,159,768 shares of Class B Common Stock reserved for issuance pursuant to conversion rights of certain of the 
Company’s debt and preferred stock instruments and exercise privileges under outstanding stock options. In addition, one share of 
Class A Common Stock IS reserved for each share of Class B Common Stock. 

Outstanding shares of common stock are as follows for the indicated periods: 

Q a s s  A 0s B 
Common Stock Common Stock 

5,055,365 
Issuances 175 - 

Outrtanding shares, December 3 I ,  2003 22 8,692,4 I 4 25,055,365 
Outstanding shares, December 3 I ,  2004 228,692,414 25,055,365 
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Preyerred Stock 

General. Adelphia was authorized to issue 50,000,000 shares of $0.01 par value prefemd stock at December 31.2005, 
including: (i) 1,500,000 shares of Series A Preferred Stock, all of which were exchanged for Series B Prefixed Stock in 1997; 
(ii) I,500,000 shares of Series B Preferred Stock, all of which were issued and outstanding at December 3 I ,  2005; (iii) 20,000 shares 
of 8 118% Series C Cumulative Convertible Preferred Stock (“Series C Prefened Stock”). none of which were outstanding at 
December 31,2005; (iv) 2,875,000 shares of Series D Preferred Stock, all of which were issued and outstanding at December 31, 
2005; (v) 15,800,000 shares of Series E Preferred Stock, 13,800,000 of which were issued and outstanding at December 31,2005; and 
(vi) 23,000,000 shares of Series F Preferred Stock, all of which were issued and outstanding at December 31,2005. 

With respect to dividend distributions and distributions upon liquidation: (i) all series of Adelphia’s preferred stock rank 
junior to debt instruments and other claims on Adelphia’s assets; (ii) the Series B Preferred Stock ranks senior to the Series D 
Preferred Stock; (iii) the Series D Preferred Stock ranks senior to the Series E Preferred Stock and Series F Preferred Stock; (iv) the 
Series E Prefemed Stock ranks equally with the Series F Preferred Stock; and (v) all series of preferred stock rank senior to the 
Class A Common Stock and Class B Common Stock. Although the certificate of designation relating to the Series D Preferred Stock 
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indicates that the Series D Preferred Stock ranks equally with the Series B Preferred Stock, the Company has not been able to h a t e  
the consent that would have been required to have been obtained from the holders of fhe Series B Preferred Stock for this to be the 
case. 

As a result of the &ling of the Debtors’ Chapter 11 Cases, Adelphia, as of the Petition Date. discontinued acuuing dividends 
on all of its outstanding prefmed stock. Had the Debtors not filed voluntary petitions under Chapter I 1, the total annual dividends that 
Adefphia would have accrued on all series of its preferred stock during each of 2005,2004 and 2003 woutd have been $120,125,000 

The certificates of designation relating to the Series B Preferred Stock, Series D Preferred Stock, Series E Preferred Stock 
and Series F Preferred Stock provide for voting rights in certain limited circumstances. 

The terms of tfte Series B Preferred Stock are discussed in Note 1 I ,  and the terms of the Series D, Series E and Series F 
Preferred Stock are discussed below. 

Series D PrefenedSrock The Series D Preferred Stock accrues dividends at a rate of 5 lD% per annum, has an aggregate 
liquidation preference of S575,000,000 and is convertible at any hme into 7,059.546 shares of Class A Common Stmk. The 
conversion ratio is subject to adjustment in certain circumstances. 

Series E Preferred slock. The Series E Preferred Stock accrues dividends at a rate of 7 I /2% per annum, has an aggregate 
liquidation preference of $345,000,000, subject to adjustment, and is convertible at any time into shares of the Company’s Class A 
Common Stock at $2537 per share or 13,598,700 shares. All outstanding shares of Series E Preferred Stock were scheduled to be 
converted into shares of Class A Common Stock on November 15,2004, at the then applicabfe conversion ratio. The conversion ratio 
is based upon the prior 2O-day average market price of the Company’s Class A Common Stock, subject to a minimum of 13,598,700 
shares and a maximum of 16,046,500 shares at average market prices above $25 37 per share or below $2 1.50 per share, respectively. 
Adelphia has entered into several stipulations postponing, to the extent applicable, the conversion date of both the Series E Preferred 
Stock and the Series F Preferred Stock. As a result of the continuing impact of the June 2002 bankruptcy tiling on the Company’s - 
mmmon stock price, the Company expects that the Series E Preferred Stock would convert tnto the maximum number of Class A 
Common Stock shares into which the Series E Preferred Stock may be converted, to the extent such conversion was not stayed by the 
commencement of the Chapter I 1 Cases. Accordingly, the Company recognized a beneficial conversion feature of $2>53,5Oo based 
upon the expected $21 S O  per share conversion price on its Series E Preferred Stock. Such deemed dividend has been allocated from 
the preferred stock carrying value to additional paid-in capital and has been tccreted, on the interest method, through February I, 
2005. The accretion of the beneficial conversion feature was $77,000, SI ,059.OO0, $960,000 in 2005,2004 and 2003, respectively, and 
has been recorded as part of net loss applicable to common stockholders in the accompanying consolidated statements of operations. 

Series F Preferred Stock. On January 22,2002, and in a related transaction on Febiuary 7,2002, Adelphia issued 23,000,000 
shares of Series F Prefmed Stock with a Iiquidation preference of $575,000,000, subject to adjustment The Series F Preferred Stock 
accrues dividends at a rate of 7 IPA per annum and is convertible at any time into shares of the Company’s Class A Common Stwk 
at $29 99 per share or 19,172,800 shares. All outstanding shares of Series F Preferred Stock were scheduled to be converted into 
shares of Class A Common Stock on February 1,2005, at the then applicable conversion ratio. The conversion ratio is based upon the 
prior 20-day average market price of the Company’s Class A Common Stock, subject to a minimum of 19,172,800 shares and a 
maximum of 22,818,uH) shares at average market prices above $29 99 per share or below $25.20 per share, respectively. Adelphia bas 
entered into several stipulations postponing, to the extent applicable, the conversion date of both the Series E Preferred Stock and the 
Series F Preferred Stock. As a result of the continuing impact of the June 2002 bankruptcy filing on the Company’s common stodc 
price, the Company expects that the Series F Preferred Stock would convert into the maximum number of Class A Common Stock 
shares into whrch the Series F Preferred Stock is convertible. Accordmgly, the Company recognized a beneficial conversion feature of 
$I 6,866,000 based upon the expected $25.20 per share conversion price on its Series F Prefened Stock. Such deemed dividend has 
been altocaced from the preferred stock carrying value to additional paid-in capital and is being accreted, on the interest method, 
through February I,  2005 The accretion of the beneficial conversion feature was $506,000, $6,948,000 and $6,357,000 in 2005,2004 
and 2003, respectively, and has been recorded as part of net loss applicable to common stockholders in the accompanying 
consolidated statements of operations 
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Note 13: Stock Compensation and Employee Benefit Plats 

I998 Adelphia Long-Term Incentive Compensation Pian 

During October 1998, Adelphia adopted IIS I998 Long-Term Incentive Compensation Plan (the “1998 Plan”). The t998 Plan, 
which was approved by the Adeiphia stockholders, provides for the granting of (i) options which qualify as “incentive stock options” 
within &e meaning of Section 422 of the Internal Revenue Code; (ii) options which do not so qualify; (iii) share awards (with or 
wilhout restriction on vesting); (tv) stock appreciation rights; and (v) stock equivalent awards or phantom units. The number of shares 
of Class A Common Stock authorized for issuance under the 1998 Plan is 7,500,000. Options, awards and units may be granted under 
the I998 Plan to directors, offkers, employees and consultants of the Company. The 1998 Plan provides that incentive stock options 
must be granted with an exercise price of not less than the fair market value of the underlying Class A Common Stock on the date of 
grant. Options outstanding under the 1998 Plan may be exercised by paying the exercise price per share through various alternative 
mlement  methods. Certain options granted under the 1998 Plan vested immediately and others vest over periods of up to four years. 
Generally, options were granted with a purchase price equal to the fair value of &e shares to be purchased as of the date of grant and 
the options had a maximum term of ten years. Since 2001, no awards have been granted pursuant to the 1998 Plan and the Company 
does not intend to grant any new awards pursuant to the 1998 Plan 

The following table summarizes the Company’s stock option activity: 

2085 ut04  2003 
options WARP* Options WAEP‘ Options WAEP‘ 

. .  

Options outstanding, 
beginning rtfyear 304,646 S 4290 314.374 d 4 2 8 3  

- - - - - Exercised - 
Ca 
Ootions outstandine 

WAEP represents weighted average exercise price 

The following table summarizes informatron about the Company’s outstanding stock options at December 31,2005: 

Options oufstandiul: snd exercisable 
Wcighlcd average 

remaining 
Exercise price Number contradual WAEP’ 
per share of shares life (years) per share 

-68 4,146 3.5 s 
44.25 23,250 5.1 44.25 

- 

*WAEP represents weighted average exerctse price 

401 fi) Employee Smings Plan 

The Company sponsors a taxqualified retirement plan governed by Section 401(k) of the Internal Revenue Code, which 
provides that eligible full-time employees may contnbute up to 25% oftheir pre-tax compensation subject to certain limitations For 
2003, the Company made matchmg contributions not exceedrng the lesser of 6750 or 1.5% of each participant’s pre-tax compensation 
Effective January 1,2004, the Company’s matching contrtbutton w a s  increased to 1OOo/e ofthe first 3% and 50% of the next 2v0 of 
each participant’s pre-tax compensation. The Company recognized expense of $13,940.OOO, $ 13,941,000 and $4,294,000 during 2005, 
2004 and 2003, respectively related to these contributions 
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Shorf-Term Incentive Plan 

The Company maintains a short-term incentive plan (the ‘STIP’’), which is a calendar-year program that provides for the 
payment of annual bonuses to certain employees of the Company based upon the satisfaction of qualitative and quantitative rnetrics, as 
approved by the Cornpensation Committee ofthe Board. In general, in addition to certain generaVarea managers, full-time employees 
with a tftle of director and above, including certain of the Company’s named executive officers, are eligible to participate in the STIP. 
For 2005,2004 and 2003, approximately 320,350 and 300 employees, respectively, participated in the STIP. Target awards under the 
STIP are based on a percentage of each participant’s base pay. Subject to the execution of a general release, in the event that an 
employee’s employment with the Company is terminated by the Company for any reason other than for cause (as determined by the 
plan administrator), such employee will be entitled to a pro rata portion paid at target of his or her STIP award for the year in which 
the termination occurs The Company recognized expense of $1 2,291,000, $9,614,000 and $7353,000 d k n g  2005,2004 and 2003, 
respectively, related to the STIP. 

Perfiwmance Refention Plan 

The Company maintains the amended and restated Performance Retention Plan (the “*PRP”), which serves to replace equity- 
based long-term incentrve plans previously maintained by the Company and to encowage key employees to remain with the Company 
by providing annual cash incentive awards based on the Company’s performance during a particular year. Adelphia’s CEO and COO 
do not participate in the PRP. Target awards range from 25% to 200% of a participant’s base salary, and the amount of each award is 
dependent on the Company’s achievement of certain financial targets Initial awards vest in 36 monthly installments starting at the end 
of  each month one year following the month in which the participant begins participation in the PRP. Subsequent awards vest in 36 
monthly installments starting as of January 31 of the year immediately foflowmg the plan year in which the award was granted. The 
PRP provides that, in the event of a Change in Control (as defined in the PRP), all awards (both vested and unvested) will be paid in 
cash on the date of such consummation of the Change in Control Following a change in control,the unvested portion ofall awards 
will be paid based on either the value established for each annual grant based on performance or 100% achievement of any unvalued 
grants. The Company recognized expense of $9,752,ooO, $6,499,000 and 52,323,000 during 2005,2004 and 2003, respectively, 
related to the PRP. 

Key Employee Rerention Programs 

On September 21,2004, the Bankruptcy Court entered orders authorizing the Debtors to implement and adopt the Adelphia 
Communications Corporation Key Employee Continuity Program (as amended, the “Stay Plan”) and the Adelphia Communications 
Corporation Sale Bonus Program (as amended, the “Sale Plan”). On Aprif 20,2005, the Bankruptcy Court entered an order 
authorizing the Debtors to implement and adopt the Adelphia Communicattons Corporation Executive Vice President Continuity 
Program (the “EVP Stay Plan” and, together with the Stay Plan and the Sale Plan, the “Continuity Program”), and authorized the 
Executive Vice Presidents’ participation in the Sale Plan (the “EVP KERP Order”). The Continuity Program is designed to motivate 
certain employees (including our named executive offrcers, other than the CEO and COO) to remain with the Company. 

WitR respect to the Continuity Program, in the event that a Change in Control (as defined in the Evp Stay Plan, the Stay Plan 
and the Sale Plan) occurs and dl of the bonuses under the Continuity Program are paid, the total cost of the Continuity Program could 
be approximately $33,700,000 (including approximately %1,400,000 payable under the EVP Stay Plan, $9,400,000 paid under the Stay 
Pian during 2005, $1 9,900,000 payable under the Sale Plan (including S 1,850,000 payable to certain Executive Vice Presidents under 
the Sale Plan pursuant to the EVP KERP Order) and a $3,000,000 pool from which the CEO of Adelphia may grant additionat stay or 
sale bonuses, of which $761 .OOO was paid as stay bonuses during 2005). 

EVP Sroy Plan. SubJect to the terms of the EVP Stay Plan, certain employees of the Company with the title of Executive Vice 
President are participants m the EVP Stay Plan and are eligible to receive a cash payment in the form of a bonus if, subject to certain 
limited exceptions, the participants continue their active employment with the Company from the date such participants are notified in 
writing that they have been selected for coverage underthe EVP Stay Plan until immediately prior to the date on which a Change in 
Control (as defined in the EVP Stay Plan) occurs. The CEO establishes the amount of each participant’s stay bonus, subject to the 
approval of the Compensation Committee of the Board. During the year ended December 31,2005, the Company recognized expense 
of $1,026,000 related to the EVP Stay Ptan 
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Stay Plan. Subject to the t e r n  of the Stay Plan, certain employees of the Company (other than employees who participate in 
the EVP Stay Plan) received cash payments in 2005 in the form of bonuses for their continued active employment with the Company. 
The CEO establishes the amount of each participant's stay bonus, subject to the approval of the Compensation Committee of the 
Board. The Company recognized expense of $6,89 I ,O00 and $3,302,000 during 2005 and 2004, respedively, related to the Stay Plan 
and additional stay bonuses. 

Sale f'lnn. Under the terms of the Sale Plan, certain employees oF the Company may be eligible to receive cash payments in 
the form of a bonus if. subject to certain limited exceptions, the participants continue their active employment with the Company or its 
successors until, and following, a Change m Control (as defied in the Sale Plan). Generally, SO% of the bonus amount will be paid to 
eligible participants within IO business days of the effective date of the Change in Control and the remaining 50% of the bonus 
amount will be paid to etigible participants upon a date that is within 10 business days of the six-month anniversary of such effective 
date. The CEO of Adelphia has selected the participants and has established the amount of each participant's sale bonus, and the 
Compensation Committee has approved such amounts. During the year ended December 3 1,2005, the Company recognized expense 
of 6 16,003,000 related to the Sale Plan and additional sale bonuses. 

Amended and Restated Severance Program 

Certain employees of the Company are cumntly afforded severance benefits either pursuant to Adelphia's existing severance 
plan, the Amended and Restated Adelphia Communications Corporation Severance Plan (the "Severance Plan"), or pursuant to an 
existing employment agreement with the Company (each an "Existing Employment Agreement"). Except for certain limited 
exceptions, all full-time employees of Adelphia and certain af'rrliates that do not have Existing Emptoyment Agreements are covered 
by the Severance Plan, which provides for severance pay in the event of certain involuntary employment terminations without 
"Cause" (as defined in the Severance Plan). The severance benefits pursuant to the Severance Plan and the Existing Employment 
Agreements could cost the Company a maximum of $9,973,000, consisting of severance benefits, healthcare continuation and 
relocation reimbursement expenses), if each Director-level employee, vice president (TP") and senior vice president ("SVP") were to 
be involuntarily separated from the Company and all eligible W s  and SVPs qualified for the maximum amount of relocation 
reimbursement Adelphia's CEO, COO and EVPs are not eligible to participate in the Severance Plan. During the year ended 
December 3 1,2005. the Company recognized expense of $5,043,000 related to the Severance Plan. 

135 



ADELPHLA COMMUNICATIONS CORPORATION AND SUBSIDIARIES 
(Debters-h-Possessioo) 

NOTES TO CONSOLlDATED FINANCIAL STATEMENTS - Continued 

Note €4: Income Tares 

The Company fites a consolidated federal income tax return with all o r b  80%-or-more-owned subsidiaries. Consolidated 
subsidiaries in which the Company owns less than 80% each file a separate income tax return. The components of income tax 
(expense) benefit are as foltows (amounts in thousands) 

" 
4316 8 

Defmd: 

The income tax expense of certain of the Rigas Co-Borrowing Entities which are subjea to income tax has been included 
above. All other Rigas Co-Borrowing Entities are flow-through entities for tax purposes and the items of income and expense are 
included in the taxabfe income of unrelated parties- Also, no deferred tax assets or liabilities are recorded for these entities. 

tncome tax (expense) benefit is  attributed to the following (amounts in thousands): 

Year cndcd Decanber 31, 
zms 2004 2003 
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Stgnificant components of the Company’s net deferred tax liability are as follows (amounts in thousands) 

December 31, 
2005 2004 

Deferred tax assets- 
,187 

Provision foc uncollectible amounts due from the Rigas 

Capitat loss carryforward - 54,660 
G o v m e n t  &gneat .- 245,747 247,361 
Investments 19-139 

the 

Valuation allowance 
1,340,477 1,154,916 

Current portion of net deferred tax liability 2,994 4,065 
tiabili 

s (830,541) $ (725,4f6) 

The net change in the valuation allowance for deferred tax assets is as follows (amounts in thousands): 

December 31, 
2005 2QO4 2003 

Due to a lack of earnings history, current bankruptcy situation, and impainnent charges recognized with respect to franchise 
costs and goodwill, the Company cannot rely on forecasts of future earnings as a means to realize its deferred tax assets. The 
Company has determined that it is more likely than not that it will not realize certain deferred tax assets and, according&, has recorded 
valuation allowances associated with these deferred tax assets 

During 2004, the Company re-evatuated the impact on its valuation allowance due to the timing of its reversing temporary 
differences, including its policy of netting the effect of reversing temporary differences associated with customer relationship 
intangible assets with intangible assets that have indefinite lives. As a result of this evaluation, the Company changed the expectations 
for scheduling the expected reversal of its deferred tax liabilities associated with these intangible assets and included in its income tax 
benefit for 2004 a Sl66,000,000 reduction in the valuation allowances on deferred tax assets related to current expectations for the 
reversal of i t s  deferred tax liabilities. 

SFAS No. 109, Accountingfor Income Tuxes. requires that any valuation allowance established for an acquired entity’s 
deductible temporary differences at the date of acquisition that is subsequently recognized. first reduces goodwill and other noncurrent 
assets related to the acquisition and then reduces income tax expense At December 3 I, 2005, the amount of the valuation allowance 
for which any tax beneftts recognized in future periods w~l l  be atlocated to reduce goodwill or other intangible assets of an acquired 
entity is S623,812.000 
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The difference between the expected income tax (expense) benefit at the U S. statutory federal income tax rafe of 35% and 
the actual income tax (expense) benefit is as follows (amounts in thousands). 

Year ended Dtcunber 31, 
2085 2861 2003 

State tax (expense) benefit, net of federal (expense) 

As of December 3 1,2005, the Company had NOL carryforwards of approximately SI I,600,000,000 and $7,905,000,000 for 
federal and state income fax purposes, respectively, expiring from 2006 to 2025. Consolidated subsidiaries in which the Company 
owns less than an 80% interest had NOL anyforwards of SS9,OOo,OoO for federal and state income tax purposes expiring from 2006 
to 2024. These amounts are based on the income (ax retums tiled for 2004 and certain adjustments to be reflected in amended returns 
that are expected to be filed for the 2004 tax year and prior periods, plus 2005 tax losses The Company expects to tile amended 
federal and state income tax returns for 1999 through 2004. Such returns are subject to examination by federal and state taxing 
authorities, generally, for a period of three years after the NOL canyforward is utilized. 

In the event the Debtors emerge from bankruptcy: (i) NOL canyfotwards are expected to be reduced or completely 
eliminated by debt cancellation income that might result under the bankruptcy proceedings; (I;) other tax attributes, including the 
Company’s tax basis in its property and equipment, coutd be reduced; and (iii) a statutory ownership change, as defined in Section 382 
of the lnternal Revenue Code, would occur upon issuance of new common stock to claimholders pursuant to any approved plan of 
reorganization This ownership change may limit the annual usage of any remaining tax attributes that were generated prior to the 
change of ownership The amount of the limitation will be determinable at the time of the ownership change 

The Company believes that adequate provision has been made for tax positions that may be challenged by taxing authorities. 
While it is often difticult to predict the final outcome or the timing of resolution of any particular tax matter, the Company believes 
that the reserves reflect the probable outcome of known tax contingencies. Unfavorable settlement of any particular issue would 
require the use of cash Favorable resolution could result in reduced income tax expense reported in the consolidated ftnancial 
statements in the future. The tax reserves are presented in the balance sheet within other noncurrent liabilities. Certain tax reserve 
items may be settIed through the bankruptcy process which could result in reduced income tax expense reported in the consolidated 
financiaf statements in the future 

The Company’s income tax (expense) benefit for the years ended December 3 I ,  2005,2004 and 2003 has been cafculated 
assuming the Company will continue as a going concern and does not reflect the impact the Sale Transaction may have on the 
Company’s ability to utilize its NOL carryforwards or other tax anributes If the Sale Transaction is consummated, a significant 
portion of the deferred tax assets will be realized and a slgnifieant portion of the valuation allowance will be released 

Note 1 5  Segments 

The Company’s only reportable operating segment is its “cable” segment The cable segment includes the Company’s cable 
system operations (including consolidated subsidiaries, equity method investments and variabfe interes entities) that provide the 
dlstribution of analog and digital video programming and HSI smices  to customers for a monthly fee through a network of fiber optic 
and coaxial cables. This segment also includes the Company’s media services (advertising sales) business. Upon the adoption of FM 
46-R on January I ,  2004, the reportaMe cable segment also includes the operations of the Bgas Co-Bmowing Entities See Note 5 for 
addttional information The reportable cabte segment includes five operating regions that have been combined as one 
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reportable segmenl, because ail of such regions have simiiar economic characteristics The Company identifies reportable segments as 
those consolidated segments that represent 10% or more of the combined revenue, net earnings or loss. or total assets of all of the 
Company’s operatrng segments as of and for the period ended on the most recent balance sheet date presented Operating segments 
that do not meet lhls threshoid are aggregated for segment reporting purposes within the “corporate and other” column 

Selected financrat informatron concerning the Company’s current operating segments IS presented below for the indicated 
periods (amounts in thousands) 

Corporate 
Cable and other Himinations Total 

December 3 I ,  2003 

December 3 I ,  2005 6 3,309,331 6 (2897,546) S I 
December 3 1,2004 

The Company did not derive more than 10% of its revenue from any one customer during 2005.2004 or 2003 The 
Company’s long-lived assets related to its foreign operations were $6.51 7,000 and $6,394,000, as of December 3 I ~ 2005 and 2004, 
respectively. The Company’s revenue reiated to its foreign operations was $18,781,000, %t3,412,OOO and 510,159,000 during 2005, 
2004 and 2003, respectively. The Company’s assets and revenue related to its foreign operations were not significant to the 
Company’s financial position or results of operations, respectively, during any of the periods presented 
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Note 16: Commitments aad Contingencies 

Commifmenfs 

Future minimum lease payments under noncancelaMe capital and operating leases as of December 3 1,2005, are set forth 
below (amounts in thousands): 

Minimum Lease Cmmitmcnts 
Year endint Cecanber 31, Capital Operatint 

2006 s 16,608 S 
2007 

Thereafter 
Total minimum lease payments 

1,385 16,191 

Las: 
mount representing interest 

Noncurrent oortion s 

Subject to the approval of the Banlimpicy Court, the Company may reject pre-petition executory contracts and unexpired 
teases AS such, the Company expects that its liabilities pertaining to teases, and the related amounts, may change significantly in the 
future. In addition, it is expected that, in the normal course of business, expiring leases will be renewed or replaced by leases on other 
properties 

The Company rents ofice and studio space, tower sites, and space on utility poles under leases wrth terms which are 
generally one to five years. Rental expense for the indicated periods IS set forth below (amounts in thousands) 

Year ended December 31, 
2005 f 16 
2004 $ 64,135 
2003 $ 61,160 

The Company's cable systems are typically constructed and operated under the authority of nonexclusive permits or 
"franchises" granted by local and/or state governmental authorities. Franchises contain varying provisions relating to the construction 
and/or operation of cable systems, including. in certain cases, the imposition of requirements to rebuild or upgrade cable systems or to 
extend the cable network to new residential developments. The Company's franchises also typicaliy provide for periodic payments of 
fees of not more than 5% of gross revenue in the applicable franchise area to the governmental authority granting the franchrse 
Additionally, many franchises require payments to the franchising authority to fund the construction or improvement of facilities that 
are used to provide public, education and governmental ("PEG") access channels The Company's minimum commitments under 
franchise agreements, including the estimated cost of fulfilling rebuild. upgrade and network extension commitments, and the fixed 
minimum amounts payable to franchise authorities for PEG access channels, are set fonh in the following table The amounts sei forth 
in the table below do not include the variable franchise fee and PEG commitments that are described in the paragraph following this 
table (amounts in thousands) 

Year ending Dctember 31, 
2006 $ 35.686 
2007 
2008 
2009 
2010 
Thereafter 

S 141682 
$ 1,427 

6 3,601 
$ 6,717 

s 7,528 

As described above, the Company is also obligated to make variable payments to franchtse authorities for franchise fees and 
PEG access channels that are dependent on the amount of revenue generated or the number of subscribers served within the 
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appficable franchlse area Such variable payments aggregated SI 34,383,000, S130.073,OOO and $1 14,725,000 during 2005,2004 and 
2003, respectively 

The Company pays programming and license fees under multi-year agreements with expiration dates ranging through 2015 
The amounts paid under these agreements are typicaily based on per customer fees. which may escaIate over the t m  of the 
agreements In certain cases, such per customer fees are subJect to volume or channel line-up dtscounts and other adjustments The 
Company incurred total programming expenses of cEl.166,156,000, S l ,  149,I68,000 and 0 1,056,820,000 during 2005,2004 and 2003, 
respectively. 

Contingencies 

Reorgancatron Expewex due io Bafibuptq and Professsono1 Fees 

The Company is currently aware of certain success fees that potentially could be paid upon the Company’s emergence from 
bankruptcy to third party financial advisers retained by the Company and Committees in connection with the Chapter I 1 Gases. 
Currently, these success fm are estimated to be between S6.SO0,OOO and 5 19,950,OOO in the aggregate. In addition, pursuant to their 
employment agreements, the CEO and the COO of the Company are eligible to receive equity awards of Adelphia stock with a 
minimum aggregate fair value of 0 17,OOO.OOO upon the Debtors’ emergence from bankruptcy. Under the employment agreements, the 
value of such equity awards wilt be determined based on the average trading price of the post-emergence common stock of Adelphia 
during the 15 trading days immediately preceding the !N* day following the date of emergence. Pursuant to the employment 
agreements, these equity awards, which will be subject to vesting and trading restrictions, may be increased up to a maximum 
aggregate value of $25,%lO,OOo at the discretion of the Board. As no plan of reorganization has been confirmed by the Bankruptcy 
Court, no accrual for such contingent payments or equity awards has been recorded in the accompanying consolidated financial 
statements. 

Letters of Credit 

The Company has issued standby letters of credit for the benefit of franchise authorities and other parties, most of which have 
been issued to an intermedim surety bonding company. All such letters of credit will expire no later &an October 7,2006. At 
December 31,2005, the aggregate principal amount of letters of credit issued by the Company was 582,495,000, of which 
581.605,OOO was issued under the Second Extended DIP Facility and 5890,000 was collateralized by cash. Letters of credit issued 
under the DIP facilities redwe the amount that may be borrowed under the DIP facilities 

Litigation Marters 

General. The Company foDows SFAS No 5 ,  Accounfing,’or Confingencres, in determining its accruals and disciosures with 
respect to loss contingencies. Accordingly, estimated losses from loss contingencies are accrued by a charge to income when 
information available indicates that it is probable that an asset had been impaired or a liabificy had been incurred and the amount of the 
loss can be reasonably estimated. If a loss contingency is not probable or reasonably estimable, disclosure of the loss contingency is 
made in the financial statements when it i s  reasonably possible that a loss may be incurred. 

SEC Civil Aciion and DoJ Investigation. On July 24,2002. the SEC Civil Action was filed against Adelphia, certsm 
members of the Rigas Family and others, alleging various securities fraud and miproper books and records claims arising out of 
actions akgedly taken or directed by certain members of Ihe Rigas Family who held ali of the scnior executive positions at Adelphia 
and constituted five of the nine members of Adelphia’s board of directors (none of whom remain with the Company). 

On December 3,2003, the SEC filed a proof of claim in the Chapter I f Cases against Adelphia for, among other things, 
penaities, disgorgement and prejudgment interest in an unspecified amount. The staff of the SEC told the Company’s advisors that its 
asserted c!aims for disgorgernent and civil penalties under various legal theories could amount to billions of dollars. On July 14,2003, 
the Creditors’ Committee initiated an adversary proceeding seeking, in effect, to subofdinate the SEC’s claims based on the SEC Civil 
Action. 

On April 25,2005, after extensive negotiations with the SEC and the U S Attorney, the Company entered into the Non- 
Prosecution Agreement pursuant to which the Company agreed, among other thtngs (I) to contribute S715,000,000 in value to a fund 
fo be eskablished and admintstered by the United States Attorney General and the SEC for the benefit of investors harmed by the 
activities of prior management (the “Restitutron Fund}, (it) to continue to cooperate viirh the U S Attorney until the later of April 25, 
2007, or the date upon which a11 prosecutions arising out of the conduct drscrrbed in the Rigas Criminal .Action (as 
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described below) and SEC Civil Action are fina1; and ( 5 )  not to assert claims against the Rigas Family except for John J. Rigas, 
Timothy J. Rigas and Michael 1. Rigas (together, the “Excluded Parties”), provided that Michael J. Rigas will cease to be an Excluded 
Party if all currently pending criminal proceedings against him are resolved without a felony conviction on a charge involving fraud or 
false statements (other than false statements to the U.S. Attorney or the SEC). On November 23,2005, Michael J. Rigas pled guilty (0 

a violation of Title 37, U S Code, Section 220(e) for making a false entry in a Company record, (in a form required to be filed wit!! 
the SEC), and on March 3,2006, was sentenced to two years of probation, including ten months of home conftement. 

The Company’s contribution to the Restitution Fund will consist of stock, future proceeds of litigation and, assuming 
consummation of the Sale Transaction (or another sale generating cash of at least SI 0 billion), cash. In the event of a sale generating 
both stock and at least $1 0 billion in cash, as contemplated in the Sale Transaction, the components of the Company’s contribution to 
the Restitution Fund will consist of S6OO,OOO,OOO in cash and stock (with at least $200,000,000 in cash) and 50% of the first 
$230,000.000 of future proceeds, if any, from certain litigation against third parties who injured the Company. If. however, the Sale 
Transaction (or another safe) is not consummated and instead the Company emerges from bankruptcy as an independent entity, the 
$600,000,000 payment by the Company will consist entirely of stock in the reorganized Adelphia. Unless extended on consent of the 
U.S. Attorney and the SEC. which consent may not be unreasonably withheld, the Company must make these payments on or before 
the eartier ofr (i) October I S ,  2006; (ii) I20 days after confirmation of a stand-alone plan of reorganization; or (iii) seven days after 
the first distribution of stock or cash to creditors under any plan of reorganization. The Company recorded charges of $425,OOO,oOO 
and SI  75,000,000 during 2004 and 2002, respectively, related to the Non-Prosecution Agreement. The $32S,OOO,OOO charge is 
reflected in other income (expense), net in the accompanying consolidated statement of operations for the year ended December 3 1, 
2004. 

The US. Attorney agreed. ( I )  not :o prosecute Adelphia or specified subsidiaries of Adelphia for any conduct (other than 
criminal tax viotations) related to the Rigas Criminal Action (defined below) or the allegations contained in the SEC Civil Action; 
(ii) not to use information obtained through the Company’s cooperation with the U S .  Attorney to criminally prosecute the Company 
for tax violations; and (iii) to transfer to the Company all of the Rigas Co-Borrowing Entities forfeited by the Rigas Family and Rigas 
Family Entities, certain specified real estate forfeited by the Rigas Family and Rigas Family Entities and any securities of the 
Company that were directly or indirectly owned by the Rigas Famify and Rigas Family Entities prior to forfeiture. The U.S. Attorney 
agreed with the Rigas FamtIy not to require forfeiture of Coudersport and Bucktail (which together served approximately 5.000 
subscribers (unaudited) as of the date of the Forfeiture Order). A condition precedent to the Company’s obligation to make the 
contribution to the Restitution Fund described in the prcceding paragraph is the Company’s receipt of title to the Rigas Co-Borrowing 
Entities, certain specified real estate and any securities described above forfeited by the Rigas Family and Rigas Family Entities. free 
and clear of all liens, claims, encumbrances, or adverse interests. The forfeited Rigas Co-Borrowing Entities anticipated to be 
transferred to the Company (subject to completion of forfeiture proceedings before a federal judge to determine if there are any 
superior claims) represent the overwhelming majority of the Rigas Co-Bornowing Entities’ subscribers and value. 

Also on April 25,2005, the Company consented to the entry of a final judgment in the SEC Civil Action resolving the SEC’s 
claims against the Company. Pursuant to this agreement, the Company will be permanently enjoined from violating various provisions 
of the federal securities laws, and the SEC has agreed that if the Company makes the $715,000,000 contribution to the Restitution 
Fund, then the Company w-ll not be required to pay disgorgement or a civil monetxry penatty to satisfy the SEC’s ciaims. 

Pursuant to letter agreements with TW NY and Corncast, the U.S. Attorney has agreed, notwithstanding any failure by the 
Companv to comply with the Non-Prosecution Agreement, that it will not criminzlly prosecute any of the joint venture entities or their 
subsidiaries purchased from the Company by TW NY or Comcast pursuant to the Purchase Agreements. Under such letter agreements, 
each of ’Tw NY and Comcast have agreed that following the closing of the Sale Transaction they will cooperate with the relevant 
governmental authorities’ requests for information about the Company’s operations, finances and corporate governance between I997 
and confirmation ofthe Plan. The sole and exclusive remedy against TW NY or Comcast for breach of any obligation in the letter 
agreements is a civil action for breach of contract seeking specific performance of such obligations. In addition. TW NY and Comcast 
entered into Iefter agreements with the SEC agreeing that upon and after :he closing of the Sale Tranmction, TW NY, Comcast and 
their respective affiliates (includtng the joint venture entities transferred pursuant to the Purchase Agreements) will not be subject lo, 
or have any obligation under, the final judgment consented to by the Company in the SEC Civil Action. 

The Non-Prosecution Agrcement was subject to the approval of, and has been approved by, the Bankruptcy Court. 
Adelphia’s consent to the fin31 judgment in the SEC Civil Action was subject to the approval of, and has been approved by, both the 
Bankruptcy Court and the District Court. Various parties have challenged and sought appellate review or reconsideration of the orders 
of the Bankruptcy Court approving these settlements. The District Court affirmed the Bankruptcy Court’s approval of the 
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Non-Prosecution Agreement, Adelphia’s consent to the final judgment in the SEC Civil Action and the Adelphia-Rigas Se$tlement 
Agreement On March 24,2006, various parties appealed the District Court’s order affirming the Bankruptcy Court’s appoval to the 
United States Court of Appeals for the Second Circuit (the ‘Second Circuit”) The order of the District Court approvrng Adelphia’s 
consent to the final judgment in the SEC Civil Action has not been appealed The appeals of the District Court’s approval of the 
Government-Rigas Settlement Agreement (defined below) and the creation of the Restitution Fund have been denied by the Second 
Ctrcuit 

Aderphiu 5 Lawsuit Againsf rhe Riga Fanrib. On July 24,2002, Adelphia filed a complaint in the Bankruptcy Court against 
John J. Rigas. Michael J. Rigas, Timothy J. Rigas, James P. Rigas, James Brown, Michael C. Mulcahey, Peter L. Venetis, Doris Rigas, 
Ellen Rigas Venetis and the Rigas Family Entities (the “Rigas Civil Action”). This action generally alleged the defendants 
misappropriated billions of dollars from the Company in breach of their fiduciary duties to Adelphia. On November IS. 2002, 
Adelphia filed an amended complaint against the defendants that expanded upon the facts atleged in the original complaint and alleged 
violations of the Racketeering Influenced and Corrupt Organizations (“RICO) Act, breach of fiduciw duty, securities fraud, 
fraudulent concealment, fraudulent misrepresentation, conversion , waste of corporate assets, breach of contraq unjust enrichment, 
fraudulent conveyance, consuuctive trust, inducing breach of fiduciary duty, and a request for an accounting (the “Amended 
Complaint”). The Amended Complaint sought relief in the form of, among other things, treble and punitive damages, disgorgement of 
monies and securities obtained as a consequence of the Rigas Family’s improper conduct and attorneys’ fees. 

On April 25,2005, Adelphia and the Rigas Family entered into a settlement agreement with respect to the Rigas Civil Action 
(the “Adelphia-Rigas Senlement Agreement”), pursuant to which Adelphia agreed, among other things: (if to pay $1 1,500,000 to a 
legal defense fund for the benefit of the Rigas Family; (ii) to provide management services to Couderspon and Bucktait for an interim 
period ending no later than December 31,2005 (”Interim Management Services”); (iii) to indemnify Coudersport and Bucktait, and 
the Rigas Family’s (other than the Excluded Parties’) interest therein, against claims asserted by the lenders under the Co-Borrowing 
Facilities with respect to such indebtedness up to the fair market value of those entities (without regard to their obligations with 
respect to such indebtedness); (iv) to provide certain members of the Rigas Family with certain indemnities, reimbursements or other 
protections in connection with certain third party claims arising out of Company litigation, and in connection with claims against 
certain members of the Rigas Familjj by any of the Tele-Media Joint Ventures or Century/ML Cable; and (v) within ten business days 
of the date on which the consent order of forfeiture is entered, dismiss the Rigas Civii Action. except for claims against the Excluded 
Parties. The Riga Famrly agreed: ti) to make certain tax elections, under certain circumstances, with respect to the Rigas Co- 
Borrowing Entities (other than Coudersport and Bucktail); (ii) to pay Adelphia five percent of the gross operating revenue of 
Coudersport and Bucktail for the Interim Management Services; and (iii) to offer employment to certain Coudersport and Bucktaii 
employees on terms and conditions that. in the aggregate, are no iess favorable to such employees (other than any employees who 
were expressly excluded by written notice to Adelphia received by July I ,  2005) than their terms of employment with rhe Company. 

Pursuant to the Adelphia-Rigas Settlement Agreement, on June 2f, 2005, the Company filed a dismissal with prejudice of all 
daims in this action except against the Excluded Parties. 

This settlement was subject to the approval of, and has been approved by, the Bankmptcy Court. Various parties have 
chatlenged and sought appcllare review or reconsideration or the order of the Bankruptcy Court approving this settlement The appeals 
of the Bankruptcy Coun’s approvd remain pending. 

In June 2005, the Company paid and expensed the aforementioned SI 1,500,000 in legal defense costs (see Note 6). The 
Adefphia-Rigas Settlernrnl Agreement releases the Company from funher obligation to provide funding for legal defense costs for the 
Rigas Family. 

R i g a  Criminal Acriun. In connection with an investigation conducted by the DoJ. on July 24,2002, certain members olthe 
Rigas Family and certain alleged co-conspirators were arrested, and on September 23,2002, were indicted by a grand jury on charges 
including fraud, securities fraud, bank fraud and conspiracy to commit fraud (the “Rigas Criminal Action”). On November 14,2002, 
one ofthe Rig% Family’s alleged co-conspirators, James Brown, pleaded guilty to one count each of conspiracy, securities fraud and 
bank fraud. On January IO, 2003, another of the Rigas Family’s alleged co-conspirators, Timothy Werth, who had not been arrested 
with the others on July 24,2002, pleaded guilty to one count each of securities fraud, conspiracy to commit securities fraud, wire fraud 
and bank fraud. The trial in the Rigas Criminal Action began on FebruaFy 23,2004 in the District Court. On July 8,2004, the jury 
returned a partial verdict in the Rigas Criminal Action. John 1. Rigas and Timothy J. R i g s  were each found guilty of conspiraty (one 
count), bank fraud (two counts), and securities fraud ( i s  counts) and not guilty of wire fraud (five counts) Michael J. Mulc&ey was 
acquitted of all 23 counts against him. The jury found Michael J. Rigas not guilty of conspiracy and wire fraud, but remained 
undecided on the securities fraud and bank fraud charges against him. On July 9.2004. the court declared a mistrial on the remaining 
charges against Michael J. Rigas after the jurors were unable to reach a verdict as to those charges. The 
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bank fraud charges against Michael J. Rigas have since been dismissed with prejudice. On March 17,2005, the District Coun denied 
the motion of John J. Rigas and Timothy J. Rigas for a new trial. On June 20,2005, John 3. Rigas and Timothy J. Rigas were 
convicted and sentenced to I S  years and 20 years in prison. respectively. John J. Rigas and Timothy J. Rigas have a w a l e d  their 
convictions and sentences and remain free on bail pending resolution of their appeals. On November 23,2005, Michael J. Rigas pled 
guilty to a violation of Title 47, U.S. Code, Section 220(e) for making a false entry in a Company record (in a form required ro be filed 
with the SEC), and on March 3,2006, was sentenced to two years of probation, including ten months of home confinement. 

The indictment against the Rigas Family included a request for entry of a money judgment in an amount exceeding 
$2,500,000,000 and for entry of an order of forfeiture of ail interests of the convicted Rigas defendants in the Rigas Family Entities. 
On December IO, 2004, the DoJ filed an application for a preliminary order of forfeiture finding John J. Rigas and Timothy J- Riga 
jointly and severally liable for personal money judgments in the amount of $2,S33,ooO,ooO. 

On April 25,2005, the Rigas Family and the U.S. Attorney entered into a settlement agreement (the “Government-Rigas 
Settlement Agreement”), pursuant to which the Rrgas Family agreed lo forfeit: (i) a11 of the Rigas Co-Borrowing Entities with the 
exception of Coudersport and Bucktail; (ii) certain specified real estate; and (iii) all securities in the Company directly or indiredy 
owned by the Rigas Family. The U.S. Attorney agreed: (i) not to seek additional monetary penalties from the Rigas Family, including 
the request for a money judgment as noted above; (ii) from the proceeds of certain assets forfeited by the Rigas Family, to establish 
the Restitution Fund for the purpose of providing restitution to holders of the Company’s publicly traded securities; and (iii) to 
inform the District Court of this agrzement at the sentencing of John J.  Rigas and Timothy J. Riga.. 

Pursuant to the Forfeiture Order. all right, title and interest of the Rigas Family and Rigas Family Entities in the Rigas Co- 
Borrowing Entities (other than Coudersport and Bucktail), certain specified real estate and any securities of the Company were 
forfeited to the United States. Such assets and securities are expected to be transferred to the Compariy (subject to completion of 
fotfeiture proceedings before a federal judge to determine if there are any superior claims) in furtherance ofthe Non-Prosecution 
Agreement. On August 19,2005, the Company filed a petition with the District Court seeking an order transferring title 10 these assets 
and securities to the Company. Since that time, petitions have been filed by three lending banks, each asserting an interest in the Rigas 
Co-Borrowing Entities for the purpose, according to the petitions, of protecting against the contingency that the Bankruptcy Court 
approvai of certain settlement agreements is overturned on appeal. In addition, petitions have been filed by two local franchising 
authorities with respect to two of the Rigas Co-Borrowing Entities, by two mechanic’s lienholderj with respect to two of the forfeited 
real properties and by a school district with respect to one o f  the forfeited real properties. Finally, the Company’s petition asserted 
claims to the forfeited properties on behalf of two subsidiaries, CenturyML Cable and Super Cable ALK International, A.A. 
(Venezuela), that are no longer owned by the Company. The government has requested that its next status report to the District Court 
regarding the forfeiture proceeding be submitted on April 21,2006 See Note 6 for additional information. 

The Company was not a defendant in the Rigas Criminal Action, but was under investigation by the DoJ regarding matters 
related to alleged wrongdoing by certain members o f  the Rigas Famity. Upon approval of the Non-Prosecution Agreement, Adelphia 
and specified subsidiaries are no longer subject to criminal prosecution (other than for criminal tax violations) by the US.  Attorney for 
any conduct related to the Rigas Criminal Action or the allegations contained in the SEC Civil Action, so long as the Company 
complies with its obligations under the Non-Prosecution Agreement. 

Securiries ond De;ivurive Lrrigorion. Certain of the Debtors and certain former officers, directors and advisors have been 
named as defendants in a number of lawsuits alleging violations of federal and state securities laws and related claim. These actions 
generally allege ha t  the defendants made materially misleading statements understating the Company’s liabilities and exaggerating 
the Company’s financiat results in violation of securities laws. 

In particular, beginning on April 2.2002, various groups of plaintiffs filed more than 30 class action complaints, purportedly 
on behalf of certain of the Company’s shareholders and bondholders or classes thereof in federal court in Pennsylvania. Several non- 
class action lawsuits were brought on behalf of individuals or small groups of security holders in federal couits in Pennsylvania, New 
York, South Carolina and New Jersey, and in state courts in New York, Pennsylvznia, California and Texas. Seven derivative suits 
were also filed in federal and state courts in Pennsylvania, and four derivative suits were filed in state court in Detaware. On May 6, 
2002, a notice and proposed order of dismissal without prejudtce was filed by the plaintiff in one of these four Delaware derivative 
actions. The remaining three Delaware derivative actions were consolidated on May 22,2002. On February IO, 2004, the parties 
stipulated and agreed to the dismissal of these consolidated actions with prejudice. 

The complaints, which named as defendants the Company, certain former officers and directors of the Company and, in some 
cases, the Company’s former auditors, lawyers, as well a. financial institutions who worked with the Company, generally allege that, 
among other improper statements and omissions, defendants misled investors regarding the Company’s liabilities and earnings in the 
Company’s public filrngs. The majority of these actions assert claims under Sections Iqb) and 20(a) of the Securities 
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Exchange Act of 1933 and SEC Rule lob-S. Certain bondholder actions assert claims for violation of Section I 1  andor Section 12 
(a) (2) of the Securities Act of 1933. Certain of the state court actions allege various state law claims. 

On July 23.2003, the Judicial Panel on Multidistrict Litigation issued an order transferring numerous civil actions to the 
District Court for consolidated or coordinated pre-mid proceedings (the “MDL Proceedings“). 

On September IS, 2003, proposed lead plaintiffs and proposed co-lead counsel in the consolidated class action were 
appointed in the MDL Proceedings. On December 22.2003, lead ptaintiffs filed a consolidated class action complaint Motions to 
dismiss have been filed by various defendants. Beginning in the spring of 2005, the court in the MDL Proceedings granted in 
part various motions to dismiss relating to many of the actions, whiie granting leave to replead some claims. The parties continue to 
brief pleading motions. and no  answer to the consolidated class action complaint, or the other actions, has been filed. The consolidated 
class action complaint seeks monetary damages of an unspecified amount, rescission and reasonable costs and expenses and such 
other relief as the court may deem just and proper. The individual actions against the Company also seek damages of an unspecified 
amount. 

Pursuant to section 362 of the Bankruptcy Code, all of the securities and derivative claims that were filed against the 
Company before the bankruptcy filings are automatically stayed and not proceeding as to the Company. 

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the financial condition or 
results of operations of the Company. 

Acquirrrion Acrions. After the alleged misconduct of certain members of the Rigas Family was publicly disclosed. three 
actions were filed in May and June 2002 against the Company by former shareholders of companies that the Company acquired, in 
whole or in part, through stock transactions. These actions allege that the Company improperly induced these former shareholders to 
enter into these stock transactions through misrepresentations and omissions, and the plaintiffs seek monetary damages and equitable 
relief through rescission of the underlying acquisition transactions. 

Two of these proceedings have been filed with the American Arbitration Associaiion alleging violations of federal and state 
securities laws, breaches of representations and wananties and fraud in the inducement. One of these proceedings seeks rescission, 
compensaiory damages and prejudgment relief, and the other seeks specific performance. The third action alleges fraud and seeks 
rescission, damages and attorneys’ fees. This action was originally filed in a Colorado State Court, and subsequently was removed by 
the Company to the United States District Court for the District of Colorado. The Colorado State Court action was ciosed 
administratively on July I 6, 2004, subject 10 reopening if and when the automatic bankruptcy stay is lifted or for other good cause 
shown. These actions have been stayed pursuant to the automatic stay provisions of section 362 of the Bankruptcy Code 

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the financial condition or 
results of operations of the Company. 

Equrry Comrnirree Sharehofder Litiguzion. Adelphia is a defendant in an adversary proceeding in the Bankruptcy Court 
consisting o f a  declaratory judgment action and a motion for a preliminary injunction brought on January 9.2003 by the Equity 
Cornminee, seeking, among other retief, a declaration as to how the shares owned by the Rigas Family and Rigas Family Entities 
would be voted should a consent solicitation to elect members of the Board be undertaken. Adelphia has opposed such requests for 
relief. 

The claims of the Equiw Committee arc based on shareholder rights that the Equity Comrnrttee asserts should be recognized 
even in bankruptcy, coupled wtth continuing claims, as of the filing of the lawsuit, of historical connections between the Board and the 
Rigas Family Motions to dismtss filed by Adelphia and others are fully briefed in this action, but no argument date has been set if 
this actton survives these motions to dismiss, resolution of disputed fact issues wrll occur m two phases pursuant to a schedule sei by 
the Bankruptcy Court Determinations regarding fact questrons relating to the conduct of the Rigas Family will not occur until, at a 
minimum, after the resolution of the Rigas Criminal Action 

No pleadings have been filed in the adversaty proceeding since September 2003 

The Company csnno: predict the outcome of these proceedings or estimate the possible effects on the financial condmon or 
resuits of operatrons of the Company 

ML Media Lrrrgorron Adelphi3 and M t  Media have been involved in a iongstanding dispute concerning CenturyAtL Cable’s 
managemen:, the buy/sell rrghts of hfL Media and various other matters 
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In Mzch 2000, ML Media brought suit against Century. Adelphia and Arahova Communications, Inc. CArahova”) in the 
Supreme Court of the State ofNew York. seeking, among other things: fi) the dissolution of CenturyML Cable and the appointment 
of a receiver to sell CenturylML Cable’s assets; ( i i )  if no receiver was appointed, an order authorizing ML Media to conduct an 
auction for the sale of CenturyML Cable’s assets to an unrelated third party and enjoining Adelphia from interfering with or 
participating in that process; (iii) an order directing the defendants to comply with the CenturyfilL Cable joint venture agreement with 
respect to provisions relating to governance matters and the budget process; and (iv) compensator?. and punitive damages. The parties 
negotiated a consent order that imposed various consultative and reporting requirements on Adelphia and Century as well as 
restrictions on Century’s ability to make capital expenditures without ML Media’s approval. Adelphia and Century were held in 
contempt of that order in early 2001. 

In connection with the December 13,2001 settlement of the above dispute, Adelphia, CenturyhIL Cable, ML Media m d  
Highland, entered into the Recap Agreement, pursuant to which CenturylML Cable agreed to redeem ML Media’s SO% interest in 
CenturyML Cable on or before September 30,2002 for a purchase price between $275,000,000 and $279,800,000 depending on the 
timing of the Redemption, plus interest. Among other things, the Recap Agreement provided that: (i) Highland would arrange debt 
financing for the Redemption; (11) Highland, Adelphia and Century would jointly and sevaatly g t l m t e e  debt service on debt 
financing for the Redemption on and after the closing of the Redemption; and (iii) Highland and Century would own 60% and 40% 
interests, respectively, in the recapitalized CenturyhIL Cable. Under the terms of the Recap Agreement, Century’s 50% interest in 
CenturyfiIL Cable was pledged to ML Media as collateral for the Company’s obligations. 

On September 30,2002, CenturyML Cable filed a voluntary petition to reorganize under Chapter I 1 in the Bankruptcy 
Court. CenturyhIL Cable was operating its business as a debtor-in-possession. 

By an order of the Bankruptcy Court dated September t 7,2003, Adefphia and Century rejected the Recap Agreement, 
effective as of such date. If the Recap Agreement is enforceable, the effect of the rejection of the Recap Agreement is the same as a 
pre-petition breach of the Recap Agreement. Therefore, Adelphia and Century are potentiaIly exposed to “rejection damages,” which 
may include the revival of ML Media’s claims under the state court actions described above. 

Adelphia, Century, Highland, CenturylML CabIe and ML Media are engaged in litigation regarding the enforceability ofthe 
Recap Agreement. On April 15,2004, the Bankruptcy Court indicated that it would dismiss all counts of Adelphia’s challenge to the 
enforceabiliy of the Recap Agreement except for its allegation that ML Media aided and abetted a breach of fiduciary duty in 
connection with the execution of the Recap Agreement. The Bankruptcy Court also Indicated that it would allow CenturyML Cable’s 
counterclaim to avoid the Recap Agreement as a constructive fraudulent conveyance to proceed. 

ML Media has alleged that it is entitled 10 elect recovety ofeither 5279,800,000, plus costs and interest in exchange for its 
interest in CenrurylML Cable, or up to the d:fference between S279,800,000 and tliz fair market value of its interest in CenturylML 
Cable, plus costs, interest and revival ofthe state court claims described above. Adelphia, Centur). and Century/ML Cable have 
disputed ML Media’s claims, and the Plan contemplates that ML Media will receive no distribu~ioon until such dispute is resolved. 

On June 3,2005, Century entered into the IAA, pursuant to which Century and ML Media agreed to sell their interests in 
CenturyfML Cabte for .$S2O,OOO,OOO (subject to potential purchase price adjustments as defined in the I A A )  to San Juan Cable. On 
August 9,2005, CenturylML Cable filed the CenturylML Plan and the CenturyML Disclosure Statement with the Bankruptcy Court. 
On August 18,2005, the Bankruptcy court approved the CenturylML Disciosure Statement. On September 7,2005, the Bankruptcy 
Court confirmed the Century/ML Plan, which is designed to satisfy the conditions of ihe IAA with San Juan Cable and provides that 
all third-parry claims will either be paid in full or assumed by San Juan Cable under the terms set f&h in the IAA. On October 31, 
2005, the CenturylML Sale was consummated and the CenturyhlL Plan became effective. Neither the CenturylML Sale nor the 
effectiveness of the CenturyAlL Plan resolves the pending litigation among Adelphia, Century, Highland, CenturyML Cable and ML 
Media. Pursuant to the IAA and the CentuqA4L Plan, Adefphia was granted control o v a  Crntur,.IML Cable’s counterclaims in the 
litigation Adelphia has since withdrawn CenturyML Cable’s counterclaim to avoid the Recap Agreement as a constmctive fraudulent 
Conveyance On November 23,2005, Adelphia and Century filed their first amended answer, affirmative defenses and counterclaims. 
On January 13,2006, ML Media replied 10 Adelphia’s and Century’s amended counterclaims and moved for summary judgment 
against Adelphia and Century on both Adelphia’s and Century’s remaining counterclaims and the issue of Adelphia’s and Century’s 
liability. Adelphia and Century filed thetr response to ML Media’s summary judgment motion, as well as cross-motions for summary 
judgmenh on March 13,2006. 

On March 9,2006, Htghland filed a motion to withdraw the reference, which, if granted, would transfer the Irtigatron among 
Adefphia. Century, Highland. CenturylMl. Cable and h4L Media from the Bankruptcj Court to the Distrtct Court 
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On March 16,2006, the Bankruptcy Court stayed all discovery for 30 days (except for certain expert depositions). Adelphii 
and Century have the right to seek to renew h e  stay 

The Bankruptcy Court has tentatively schedu!ed trial to begin on June 26,2006 

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the financiai condition or 
results of operations of the Company. 

The XCfalLFp Lifigmion. On December 29,2003, the Ad Hoc Committee of holders of Adelphia’s 6% and 3.25% convertible 
subordinated notes (collectively. the “Subordinated Notes”), together with the Bank of New York, the indenture trustee for the 
Subordinated Notes (collectiveiy, the “X Clause Plaintiffs”), commenced an adversary proceeding against Adelphia in the Bankruptcy 
Court. The X Clause Plaintiffs’ complaint sought a judgment declaring that the subordination provisions in the indentures for l e  
Subordinated Notes were not applicabte to an Adelphia plan of reorganization in mhich constituents receive common stock of 
Adelphia and that the Subordinated Notes are entitled to share pari passu in the distribution of any common stock of Adelphia given to 
hotders of senior notes of Adelphia. 

The basis for the X Clause Plaintiffs’ ckaim is a provision in the applicable indentures, commonly known as the “X Clause,” 
which provides that any distributions under a plan of reorganization comprised scleky of “Permitted Junior Securities“ are not subject 
to the subordination provision of the Subordinated Notes indenture. The X Clause Plaintiffs asserted thaL under their interpretation of 
the applicable indentures, a distribution of a sing!? class of new common stock of Adelphia would meet the definition of “Permitted 
Junior Securities” set forth in the indentures, and therefore be exempt from subordination. 

On February 6,2004, Adelphia filed its answer to the complaint, denying all of i t s  substantive allegations. Thereafter, both 
the X Clause Haintiffs and Adelphia cross-moved for summary judgment with both parties arguing that their interpretation of  the X 
Clause was correct as a matter of law. The indenture trustee for the Adelphia senior notes also intervened in the action and, like 
Adelphia, moved for summary judgment arguing that the X Clause Plaintiffs were subordinated to holders of senior notes with respect 
to any distribution of common stock under a plan of reorganization. In addition, the Creditors’ Committee also moved to intervene 
and, thereafter, moved to dismiss the X Clause Plaintiffs’ complaint on the grounds, among others, that it did not present a justiciable 
case or controversy and therefore was not ripe for adjudication. In a written decision, dated ApriI 12,2004, the Bankruptcy Court 
granted the Creditors’ Committee’s motion to dismiss without ruling on the mer& of the various cross-motions for summary 
judgment. The Bankruptcy Court’s dismissal oi:he action was without prejudice to the X Clause Plaintiffs’ right to bring the action at 
a later date, if appropriate. 

Subsequent to entering into the Sale Transaction, the X Clause Plaintiffs asserted that the subordination provisions in the 
indentures for the Subordinated Notes also are not applicable to an Adclphia plan of reorganization in which constituents receive 
TWC Class A Common Stock and that the Su’oordinated Notes would therefore be entitled to share pari passu in the distribution of 
any such TWC Class A Common Stock given to holders of senior notes of Adelphia. The indenture trustee for the Adelphia senior 
notes (the ”Senior Notes Trustee”), together with certain other constituents, disputed this position. 

On December 6,2005, the X Clause Plaintiffs and the Debtors jointly filed a motion seeking that the b n k n t p t q  Courl 
establish a pre-confirmation process for interested parties to litigate the X Clause dispute (the “X Clause Litigation Motion”). By order 
dated January I I ,  2006, the Bankruptcy Court found that the X Clause dispute was ripe for adjudication and directed interested parties 
to litigate the dispute prior to plan confirmation (the “X Clause Pre-Confirmation Litigation”). A hearing on the X Clause Pre- 
Confirmation Litigation was held on March 9 and IO, 2006. The matter is now under review by the Bankruptcy Court. 

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the financial condition or 
results of operations of the Company 

Verizon Franchue Transfer Lirigurion. On March 20,2002, the Company commenced an action (the “California Cablevision 
Action”) in the United States District Court for the Centrai District of California, Western Division, seeking, among other things, 
declaratory and injunctive relief precluding the City of Thousand Oaks, California (the “City”) from denying permits on the grounds 
that &e Company failed to seek the Ciry’s prior approvat of an asset purchase agreement (the “Asset Purchase Agreement-), dated 
December 17,2001, between the Company and Verizon Media Ventures, Inc. d/b/a Verizon Americast (“Verizon Media Venttlres”). 
Pursuant to the Asset Purchase Agreement, the Company acquired certain Verizon Media Ventures cable equipment and network 
system assets (the “Verizon Cable Assets”) located in the City for use in the operation of the Company’s cable business in the City. 

On March 25, 2002. the City and Ventura County (the “County”) commenced an action (the “Thousand Oaks Action”) 
against the Company and Verizon Media Ventures in Califomra State Coua alleging that Verizon Media Ventures’ entry Into the 
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Asset Purchase Agreement and conveyance of the Verizon Cable Assets constituted a breach of Verizon Media Ventures’ cable 
franchises and that the Company’s participation in the transaction amounted to actionable tortious interference with those franchises 
The City and the County sought injunctive relief to halt the sale and trvlsfer of the Verizon Cable Assets pursuant to the Asset 
Purchase Agreement and to compel the Company to treat the Verizon Cable Assets as a separate cable system. 

On March 27,2002, the Company and Verizon Media Ventures removed the Thousand Oaks Action to the United States 
District Court for the Central District of California, where it was consolidated with the California Cablevision Action. 

On April 12,2002, the district court conducted a hearing on the City’s and County’s application for a preliminary injunction 
and, on April 15,2002. the district court issued a temporary restraining order in part, pending entry of a further order. On May 14, 
2002, the district court issued a preliminary injunction and entered fmdings of fact and conciusions of law in support thereoftthe 
”May I?, 2002 Order”). The May 14,2002 Order, among other things: (i) enjoined the Company from integrating the Company’s and 
Verizon Media Ventures’ system assets serving subscribers in the City and the County; (ii) required the Company to return 
“ownership” of the Verizon CabIe Assets to Veruon Media Ventures except that the Company was permitted to continue to “manage” 
the assets as Verizon Media Ventures’ agent to the extent necessary to avoid disruptton in services until Verizon Media Ventures 
chose to reenter the market or sell the assets; (iii) prohibited the Company from eliminating any programming options that had 
previously been selected by Verimn Media Ventures or from raising the rates charged by Verizon Media Ventures; and (iv) required 
the Company and Verizon Media Ventures to grant the City and/or the County accas  to system records, contracts, personnel and 
facilities for the purpose of conducting an inspection of the then-current “state of the Verizon Media Ventures and the Company 
systems” in the City and the County. The Company appealed the May 14,2002 Order and, on April I ,  2003, the U.S. Court of 
Appeals for the Ninth Circuit reversed the May 14,2002 Order, thus removing any restrictions that had been imposed by the district 
court against the Company’s integration of the Verizon Cable Assets and remanded the actions back to the district court for further 
proceedings. 

In September 2003, the City began refusing to grant the Company’s construction permit requests. claiming that the Company 
could not integrate the acquired Verizon Cable Assets with the Company’s existing cable system assets because the City had not 
approved the transaction between the Company and Verizon Media Ventures, as allegedly required under the City’s cabte ordinance. 

AccordingIy, on October 2,2003, the Company filed a motion for a preliminary injunction in the district court seeking to 
enjoin the City from refusin: to grant the Company’s construction pernit requests. On November 3,2003, the district court granted 
the Company’s motion for a preliminary injunction, finding that the Company had demonstrated “a strong Likelihood orsuccess on the 
merits.” Thereafter, the parties agreed to informally stay the litigation pending negotiations between the Company and the City for the 
Company’s renewal of its cable franchise, with the intent that such negotiations would also lead to a settlement of the .pending 
litigation. However, on September 16,2004, at the City’s request, the court set certain procedural dates, including a trial date of 
July 12,2005, which has effectively re-opened the case IO active litigation. Subsequently, the JuIy 12.2005 lrial date was vacated 
pursuant to a stipulation and order. On July I I ,  2005, the district court referred the matter to a United States magistrate judge for 
settlement discussions. A settlement conference was held on October 20,2005, before the magistrate judge On February 21,2006, the 
Bankruptcy Court approved a settlement between the Company and the City that resolves the pending litigaiion and ali past franchise 
non-compliance issues. Pursuant to the settlement, the parties filed a stipulation that dismissed with prejudice the Thousand Oaks 
Action as it pertained to the City. On March 27,2006; the Bankruptcy Court approved a settlement between the Company and the 
Counw that resolves the pending litigation and all past franchise non-compliance issues. Pursuant to the sentemenk the patties will file 
a stipulation that dismisses, with prejudice, the Thousand Oaks Action as it pertains to the County. 

Dibbern Adversary Proceeding. On or about August 30,2002, Gerald Dibbern, individually and purportedly on behalf of a 
class of similarly situated subscribers nationwide, commenced an adversary proceeding in the Bankruptq Court against Adelphta 
asserting claims for violation of the Pennsylvania Consumer Protection Law, breach of conbact, fraud. unjust enrichment, constructive 
tmst, and an accounting. This complaint alleges that Adekphia charged, and continues to charge, subsm-bers for cable set-top box 
equipment, including set-top boxes and remote controls, that is unnecessary for subscribers that receive only basic cable service and 
have cable-ready televisions. The complaint further alleges that Adelphia failed to adequately notify affected subscribers that they no 
longer needed to rent this equipment. The complatnt seeks a number of remedies including treble money damages under the 
Pennsylvania Consumer Protection Law, declaratory and tnjunctive relief, imposition of a constructive trust on Adelphia’s assets, and 
punitive damages, together w i i  costs and attorneys’ fees. 

On or about December 13,2002, Adeiphia moved to dismiss the adversary proceeding on several bases, inctuding that the 
complaint farls to state a claim for which relief can be granted and lhat the matters alleged therein should be resolved in the claims 
process. The Bankruptcy Court granted Adelphia’s motion to dismiss and dismissed the adversary proceeding on May 3.2005. In 
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the Bankruptcy Court. Mr. Dibbem has also objected to the provisional disallowance of his proofs of claim, which comprised a 
portion of the Bankruptcy Court’s May 3,2005 Mder. Mr. Dibbern appeated the May 3,2005 order dismissing adversary proceedings 
to the District Court. In an August 30, 2005 decision, the District Court affirmed the dismissal of Mr. Dibbem’s claims for viofation of 
the Pennsylvania Consumer Protection Law, a constructive trust and an accounting, but reversed the dismissal of Mr. Dibbern’s 
breach of contract, fraud and unjust enrichment claims These three claims will proceed in the Bankruptcy Court. Adelphia fifed its 
answer on October 14,2005 and discovery commenced. On March 15,2006, the Debtors moved the Bankruptcy Court for an order 
staying discovery in several adversary proceedings, including the Dibbem adversary proceeding. On March 16,2006, the Bankruptcy 
Court granted the order staying discovery in the Dibbem adversary proceeding. 

On January 17,2006, the Debtors filed their tenth omnibus claims objection to certain claims, including claims filed by 
Dibbem totaling more than $7.9 billion (including duplicative claims). Through the objections. the Debtors sought to disallow and 
expunge each of the Dibbem claims. On February 23,2006, Dibbern responded to the Debtors’ objections and requested that the 
Bankruptcy Court require the Debtors to establish additionaf reserves for Dibbem’s claims or to reclassify the claims as claims against 
the operating companies. 

The Company cannot predict the outcome of these proceedings or estimate the passible effects on the financial condition or 
results of operations of the Company. 

Tele-Mediu Examiner Motion. By motion filed in the Bankwptcy Court on August 5,2004, Tele-Media Corporation of 
Delaware (“TMCD”) and certain of its affiliates sought the appointment of an examiner for the following Debtors: Tele-Media 
Company of Tri-States, L.P., CMA Cablevision Associates VII, L.P.. CMA Cablevision Associates XI, L.P.. TMC Holdings 
Corporation, Adelphia Company of Western Connecticut, TMC Holdings, LLC, Tele-Media Investment Limited Partnership, L. P., 
Eastern Virginia Cablevision, L.P., Tele-Media Company of Hopewell Prince George, and Eastern Virginia Cablevision Holdings, 
LLC (collectively, the “N Enttties”). Among other things, TMCD alleged that management and the Board breached their fiduciary 
obligations to the creditors and equity holders of those entities. Consequently, TMCD sought the appointment of an examiner to 
investigate and make recommendations to the Bankruptcy Court regarding various issues related to such entities. 

On April 14. ZOOS, the Debtors filed a motion with the Bankruptcy Court seeking approval of a global settlement agreement 
(the “Tele-Media Settlement Agreement”) by and among the Debtors and TMCD and certain of its affiliates (the “Tele-Media 
Parties”), which, among other things: (i) transfers the Tele-Media Parties’ ownership interests in the JV Entities to the Debtors, 
leaving the Debtors 100% ownership of the JV Entities; (ii) requires the Debtors to make a settlement payment to the Tele-Media 
Parties of$21,650,000; (iii) resolves the above-mentioned examiner motion; (iv) settles two pending avoidance actions brought by the 
Debtors against certain of the Tele-Media Parties; (vj reconciles 691 separate proofs of claim filed by the Tele-Media Parties, thereby 
allowing claims worth approximately $5,500,000 and dlsallowing approximately SI .9 billion of claims; (vi) requires the Tele-Media 
P a i e s  to make a 9912.500 payment io the Debtors related to workers’ compensation policies; and (vii) effectuates mutual refcases 
between the Debtors 3nd the Tele-Media Parties. The Tele-Media Settlement Agreement was approved by an order of the Bankruptcy 
Court dated May I 1,2005 and closed on May 26,2005 

Credifors ’ Cummitree Lawsuit Aguimt Pre-Petifion Bmh. Pursuant to the Bankruptcy Court order approving the DIP 
Facility (the “Final DIP Order”), the Company made certain acknowledgments (the “Acknowledgments”) with respect to the extent of 
its indebtedness under the pre-petition credit facilities, as well as the validity and extent of the liens and claims of the lenders under 
such faciiities. However, given the circumstances surrounding the filing of the Chapter I I Cases, the Final DIP Order preserved the 
Debtors’ right to prosecute, among other things, avoidance actions and claims against the pre-petition lenders and to bring litigation 
against the pre-petition lenders based on any wongful conduct. The Final DIP Order also provided that any official committee 
appointed in the Chapter 1 I Cases would have the right to request that it be granted standing by the Bankruptcy Court to challenge the 
Acknowfedgrnents and to bring claims belonging to the Company and its estates against the pie-petition lenders. 

Pursuant to a stipulation dated July 2,2003, among the Debtors, the Creditors’ Committee and the Equity Committee, the 
parties agreed, subject to approval by the Bankruptcy Court, that the Creditors’ Committee would have derivative standing to fire and 
prosecute claims against the pie-petitlon tenders, on behalf of the Debtors, and granted the Equity Committee leave to seek to 
intervene in any such action. This stipulation also preserves the Company’s ability to compromtsc and settle the claims against the 
pre-petition lenders. By motion dated July 6, 2003, the Creditors’ Committee moved for Bankruptcy Court approval of this stipulation 
and simultaneously filed a complaint (the “Bank Complaint”) against the agenfs and lenders under certain pre-petition credit facilities, 
and related entities, asserting, among other things, that these entities knew of, and participated in, the alleged improper actions by 
certain members of the Rigis Family and Rigas Family Entities (the “Pre-petition tender Litigation”). The Debtors are nominal 
plaintiffs in this action. 
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The Bank Complaint contains 52 claims for relief to redress the claimed \*longs and abuses committed by the agents, fenders 
and other entities. The Bank Complaint seeks to, among other things: (i) recover as fraudulent transfers the principal and interest paid 
by the Company to the defendants; (ii) avoid as fraudulent obligations the Company’s obligations, if any, to repay the defendants; 
(iii) recover damages for breaches of fiduciary duties to the Company and for aiding and abetting fraud and breaches of fiduciary 
duties by the Rigas Family; (iv) equitably disallow, subordinate or recharacterize each of the defendants’ claims in the Chapter I1 
Cases; (v) avoid and recover certain aIlegedIy preferential transfers made to certain defendants; and (vi) recover damages for 
violations of the Bank Holding Company Act. Numerous motions seeking to defeat the Pre-petition Lender Litigation were filed by 
the defendants and the Bankruptcy Court held a hearing on such issues. The Equity Committee filed a motion seeking authority to 
bring an intervenor cornplaint (the “Intervenor Complaint”) against the defendants seeking to, among other things, assert additional 
contract claims against the investment banking affiliates of the agent banks and claims under the RICO Act against various defendants 
(the “Additional Claims”). 

On October 3 and November 7,2003, certain of the defendants filed both objections to approval of the stipulation and 
motions to dismiss the bulk of the claims for relief contained in the Bank Complaint and the Intervenor Complaint The Bankruptcy 
Court heard oral argument on these objections and motions on December 20 and 21,2004. In a memorandum decision dated 
August 30,2005, the Bankruptcy Court granted the motion of the Creditors’ Committee for standing to prosecute the claims asserted 
by the Creditors’ Committee. The Bankruptcy Court also granted a separate motion of the Equity Committee to file and prosecute the 
Additional Claims on behalf of the Debtoa. The motions to dismiss are still pending. Subsequent to issuance of this decision, several 
defendants filed, among other things, motions to transfer the Pre-petition Lender Litigation from the Bankruptcy Court to the District 
Court. By order dated February 9,2006, the Pre-petition Lender Litigation was transferred to the District Court, except with respect to 
the pending motions to dismiss. 

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the financial condition or 
results of operations of the Company. 

Nun-Agent Bunks ’~Declaruru~Judgrnenr. By cornplaint dated September 29,2005, certain non-agent pre-petition fenders of 
the Debtors sought a declaratory judgment against the Debtors in the Bankruptcy Court seeking, among other things, the enforcement 
of asserted indemnification rights and rights to fees and expenses The non-agmt pre-petition lenders subsequency withdrew their 
complaint. 

Devon Mobile CJuim. Pursuant to the Agreement of Limited Partnership of Devon Mobile Communications, L.P., a Delaware 
limited partnership (“Deyon Mobile”), dated as ofNovember 3, 1995, the Company owned a 49.9% limited partnership interest in 
Devon Mobife, which, through its subsidiaries, held licenses to operate regionaf wireless tetephone businesses in several states. Devon 
Mobile had certain business and contractual relationships with the Company and with former subsidiaries or divisions of the 
Company, that were spun off as TelCove in January 2002 

In late May 2002, the Company notified Devon G.P., inc. (”Devon G.P.”). the general partner of Devon Mobife, that it would 
likely terminate certain discretionary operational fiunding to Devon Mobile. On August 19,2002, Devon Mobile and certain of  its 
subsidiaries filed voluntary petitions for relief under Chapter 11 of the Bankruptcy Code with the United States Bankruptcy Court for 
the District of De!a\mre (the “Devon Mobile Bankmptcy Court”). 

On January 17,2003, the Company filed proofs of claim and interest against Devon Mobile and its subsidiaries for 
approximately $l29,000,000 in debt and equity claims, as well as an additional cfaim of approximately f35,000,000 relating to the 
Company’s guarantee of certain Devon Mobile obligations (collectively, the “Company Claims”). By order dated October 1,2003, the 
Devon Mobile Bankruptcy Court confirmed Devon Mobile’s First Amended Joint Ptan of Liquidation (the “Devon Plan”). The Devon 
Plan became effective on October 17, 2003, at which time the Company’s limited partnership interest in Devon Mobile was 
extinguished Under the Devon Pian, ;he Devon Mobile Communications Liquidating Trust (the “Devon Liquidating Trust”) 
succeeded to ail of the rishts of Devon Mobile, including prosecution of causes of action against Adelphia. 

On or about January 8,2004, the Devon Liquidating TNSI filed proofs of claim in the Chapter I I Cases seeking, in the 
aggregate, approximately $ i O O , ~ , O O O  in respect of, among other things, cert3in cash transfers alleged to be either preferential or 
fraudulent and claims for deepening insolvency. alter ego liability and breach of an alleged duty to fund Devon Mobife operations, a11 
of which arose prior to thc comrnencemenf of the Chapter I I Cases (thr “Devon Claims”). On June 21,2004, the Devon Liquidating 
Trust commenced an adversav proceeding in the Chapter I I Cases (the “Devon Adversary Proceeding”) through the filing of a 
complaint (the “Devon Complaint”) which incorporates the Devon Claims On August 20, 2004, the Company filed an answer and 
counterclaim in response to the Devon Complaint denying the allegations made in the Devon Complaint and asserting various 
counterclaims againsr rhr Devon Ltquidaring Trust, which encompassed the Company Claims. On November 22,2004, the 
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Company filed a motion for leave (the “Motron for Leave“) to file a third party complaint Cor cont.ibution and indemnification against 
Devon G P and Lisa-Gaye Shearing Mead, the sole owner and President of Devon G P By endorsed order entered January i 2,2005, 
Judge Robert E Gerber, the judge presiding over the Chapter 1 1 Cases and the Devon Adversary Proceedmg, granted a recusal 
request made by counsel to Devon G P On January 2 I, 2005, the Devon Adversary Proceeding was reassigned from Judge Gerber to 
Judge Cecelia G Morris. By an order dated April 5,2005, Judge Moms denred the Motion for Leave and a subsequent motion for 
reconsideration 

Discovery closed and the parties filed cross-motions for summary judgment. On March 5,2006, the Bankruptcy Court issued 
a memorandum decision granting Adelphia summary judgment on all counts of the Devon Complaint, except for the fraudulent 
conveyancebreach of limited partnership claim. The Bankruptcy Court denied, in its entirety, the summary judgment motion filed by 
the Devon Liquidating Trust. Trial is scheduled to begin April 17,2006. 

The Company cannot predict the outcome of these proceedings or estimate the possibls dfects on the financial condition or 
results of operations of the Company. 

NFHLP Claim- On January 13,2003, Niagara Frontlet. Hockey, L.P., a Delaware limited partnership owned by the Rigas 
Family (‘TJFHLP”) and cemin of its subsidiaries (the “NFHLP Debtors”) filed voluntary petitio= to reorganize under Chapter I I in 
the United States Bankruptcy Court of the Western District of New York (the “NFHLP Bankruptcy Court”) seeking protection under 
the U. S. bankruptcy laws. Certain of the NFHLP Debtors entered into an agreement dated Marc!, 13,2003 for the sale of certain 
assets, including the Buffalo Sabres National Hockey League team, and the assumption of certain liabilities. On October 3,2003, the 
NFHLP Bankruptcy Court approved the NFHLP joint plan of liquidation. The NFHLP Debtors fiied a complaint, dated November 4, 
2003, against, among others, Adelphia and the Creditors’ Committee seeking to enforce certain prior stipulations and orders of the 
NFHLP Bankruptcy Court against Adelphia and the Creditors’ Committee related to the waiver of Adelphia’s right to participate in 
certain sale proceeds resulting from the sate of assets. Certain of the NFHLP Debtors’ pre-petition tenders, which are also defendants 
in the adversary proceeding, have filed cross-comptaints against Adelphia and the Creditors’ Committee asking the NFHLP 
Bankruptcy Cour! to enjoin Adelphia and the Creditors’ Committee from prosecuting their claims against those pre-petition lenders. 
Although proceedings as to the complaint itself have been suspended, the parties have continued 10 litigate the cross-complaints. 
Discovery closed on  November I ,  2005 and motions for summary judgment were filed on Januxy 24,2006, with additional briefing 
on the motions to follow. 

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the financial condition or 
results of operations of the Company. 

Adelphia ’s Lawsuit Against Deloirk On November 6.2002, Adelphia sued Deloitte gZ Touche LLP (“Deloitte”), Adelphia’s 
fonner independent auditors, in the Court of Common Pleas for Philadelphia County. The lawsuit seeks damages against Deloitte 
based on Detoitte’s alleged faiiure to conduct an audit in compliance with generally accepted auditing standards, and for providing an 
opinion that Adelphia’s financial statements conformed with GAAP when Deloitte allegediy knew or shoold have known that they did 
not conform. The cornplaint further alleges that Deloitte knew or should have known of alleged misconduct and misappropriation by 
the Rigas Family, and other alleged acts o f  self-dealing, but failed to report these alleged misdeeds to the Board or others who could 
have and would have stopped the Rigas Family’s misconduct. The complaint raises claims o f  professional negiigence, breach of 
contract. aiding and abetting breach of fiduciary duty, fraud, negligent misrepresentation and coxtribution. 

Deioitte fited preliminary objections seeking to dismiss the complaint, which were overmted by the court by order dated 
June 1 I ,  2003 On September IS ,  2003, Deloitte filed an answer, a new matter and various countxciaims in response to the compfaint. 
In  i t s  counterctaims, Deloitte asserted causes of action against Adelphia for breach of contract, fraud, negligent misrepresentation and 
contribution. Also on Scptember I S ,  2003, Deloitte filed a related compfaint naming as additional defendants John J. Rigas, Timothy 
J. Rigas, Michaet J .  Rigas, and James P. Rigas. In this complaint, Deiotrte alleges causes of action for fraud, negligent 
misrepresentation and contribution. The Rigas defendants, in turn, have claimed a right to contriburion and/or indemnity from 
Adelphia for any damages Deloitte may recover against the Rigas defendants. On January 9,2001, Adelphia answered Deloitte’s 
counterdaims. Deloitte moved to stay discovery in this action until completion of the Rigas Criminal Action, which Adelphia 
opposed. Following the motion, discovery was effectively stayed for 60 days but has now commenced. Deloitte and Adelphia have 
exchanged documents and have begun substantive discovery. On December 6,2005, the court extended the discovery deadline to 
June 5,2006 and ordered that the case be ready for uial by October 2,2006 

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the hnanciaf condition or 
results of operations of the Company. 
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Arohuvu Motions. Substantial disputes exist between creditors of drfferent Debtors that principally affect the recoveries to the 
holders of certain notes due September IS, 2007 issued bv Frontiervision Holdings, L.P., an indirect subsidiary of Adelphia, and the 
creditors of Arahova and Adelphia (the “Inter-Creditor Dispute”). On November 7,2005, the ad hoc committee of Arahova 
notehofders (the “Arahova Notehofders’ Committee”) filed four emergency motions for relief with the Bankruptcy Court seeking, 
among other things, to: (i) appoint a trustee for Arahova and its subsidiaries (collectively. the “ArahovalCentury Debtors“) who 
may not receive payment in full under the Plan or, alternatively, appoint independent officers and directors, with the assistance of 
separately retained counsel, to represent the ArahovdCentury Debtors in connection with the Inter-Creditor Dispute; (ii) disqualiQ 
Willkie Fan & Gallagher LLP (“WF&G”) from representing the ArahovdCentury Debtors in the Chapter 1 I Cases and the balance of 
the Debtors with respect to the Inter-Creditor Dispute; (iii) terminate the exclusive periods during which the ArahovdCentury Debtors 
may file and solicit acceptances of a Chapter I I plan of reorganization and related disclosure statement (the previous three motions, 
the “Arahova Emergency Motions”); and (iv) authorize the Arahova Noteholders’ Committee to fife confidential supplements 
containing certain information. The Bankruptcy Court held a sealed hearing on the Arahova Emergency Motions on January 4,5 and 
6, 2006. 

Pursuant to an order dated January 26,2006 (the “Arahova Order”), the Bankruptcy Court: (i) denied the motion to terminate 
the ArahovaiCentury Debtors’ exclusivity; (ii) denied the motion to appoint a tmrustee for the ArahovdCentury Debtors, or, 
afternativeIy, to require the appointment of nonstatutory fiduciaries; and (iii) granted the motion for an order disqualifying WF&G 
from representing the Arahova/Centuiy Debtors and any of the other Debtors in the Inter-Creditor Dispute; without finding that 
present management or WF&G have in any way acted inappropriately to date, the Bankruptcy Court found that WF&G’s voluntary 
neutrality in such disputes shodd be mandatory, except that the Bankruptcy Court stated that WF&G could continue to act as a 
facilitator privately to assist creditor groups that are parties to the Inter-Creditor Dispute reach a settlement. The Bankruptcy Court 
issued an extensive winen decision on these matters. The Arahova Noteholdcrs’ Committee has appealed the Arahova Order to the 
District Court. 

The Company cannot predict the outcome of these proceedings or estimate the possible effects on the financial condition or 
results of operations of the Company. 

Series E and FPreferredStock Conversion Posponemenu. On October 29,2004, Adelphia filed a motion to postpone the 
conversion of the Series E Preferred Stock into shares of Class A Common Stock from November 15,2003 to February I ,  2005, to the 
extent such conversion was not already stayed by the Debtors’ bankruptcy filing, in order to protect the Debtors’ net operating loss 
canyovers. On November 18.2004, the Bankruptcv Court entered an order approving the postponement effective November 14,200.1. 

Adelphia has subsequently entered into several stipulations further postponing, to the extent applicable, the conversion date 
of the Series E Preferred Stock. Adefphia has also entered into several stipulations postponing, to the extent applicable, the conversion 
date of the Series F Preferred Stock, which was initially convertible into shares of Class A Common Stock on Februcu). I ,  2005. 

E f A  SeyDisclosure and Audit On June 2,2004, the Company orally setf-disclosed potential violations of environmental 
laws to the United States Environmental Prmection Agency rEPA”) pursuant to EPA’s Audit Policy. and notified EPA that it 
intended to conduct an audit of its operations to identi@ and correct any such violations. The potential violations primarily concern 
reporting and record keeping requirements arising from the Company’s storage and use of petroleum and batteries to provide backup 
power for its cable operations. Based on current facts, the Company does not anticipate that this manet will have a material adverse 
effect on the Company’s results of operations or financial condition. 

Orher. The Company is subject to various other legal proceedings and claims which arise in the ordinary course of business 
Management believes, based on information currently available. that the amount of ultimate liability, if any, with respect to any of 
these other actions will not materially affect the Company’s financial position or results of operations. 
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ADELPHIA COMMUNICATIONS CORPORATION AND SUBSIDMRlFS 
(Debtors-En-Posscssion) 

NOTES TO CONSOLIDATED FINANCIAL ST.4TEMENTS - Continued 

Note f7:  Other Financial Information 

Supplemental Cush FIOW lnforrnarron 

The table below sets forth the Company’s supplemental cash flow informatton (amounts in thousands). 

Cash paid for interest 574,794 92,053 $ 379,423 

Significant non-cash investing and financing actrvities are summarized in the tabIe below. The summarized Information in 
the table shoutd be read in conjunction with the more detailed information included in the referenced note (amounts in thousands): 

Year c a d 4  Dccembrr 31, 
2005 2 W  2003 

C 

Net propert). and equipment distributed to 
TelCove in the Global Settlement (Note 7) $ - $  37,144 $ - 

Cost and Other lnvesrmrnis 

The Company’s investments in available-for-sale securities, common stock and other cost investments aggregated 
$10,135,000 and $3,569,000 at December 31,2005 and 2004, respectively and are included in other noncurrent assets, net in the 
accompanying consolidated balance sheets. 

The fair value of the Company’s available-for-sale equity securities and the related unrealned holding gains and losses are 
summarized below Such unrealized gains and losses are included as a component of accumulated other comprehensive loss, net in he 
accompanying consolidated balance sheets (amounts in thousands): 

Dccrmbcr 31, 
zoo5 ZOO? ZOO3 

Fair value $ 118 s 1,966 $ 2, IS9 
$ 78 S $ 1,495 

Gross unrealized holding losses 6 - - s  E (7) 

The Company recognized impairment losses as a result of other-than-temporary declines in the fair value of the Company’s 
investments in available-for-sale securities, common stock and other cost investments of $7,000, $3,80I,OOO and $8,544,000 in 2005, 
2004 and 2003, respectively The Company recognized gains of $1,59S,OOO, $292,000 and $3,574,000 in 2005,2004 and 2003, 
respectively, related to the sale of cost and other investments. Such impairments and gains ar2 reflected in other income (expense), net 
in che accompanying consultdated statements of opemtrons 
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ADELPHW COMMUNICATIONS CORPORAWON AND SUBSIDIARIES 
(Debtorsh-Possession) 

NOTES TO CONSOLIDATED FIBANCIAL STATEMENTS - Continued 

Accrued Liabitrties 

The details of accrued liabiiities are set Forth be!ow (amounts in thousands): 

December 31. 
2005 ZBM 

Accuniulared Orher Comprehensive Loss 

Accumulated other comprehensive loss, net included m Ihe Company’s consoirdated balance sheets and consolidated 
statements of stockhofders’ equity reflect the aggregate of foreign currency translation adjustments and unrealized holding gains and 
losses on securities The change In the components of accumulated other comprehensive income (loss), net of taxes, is set forth below 
(amounts in thousands) 

Fereign 
currency Unrealwed 

(mndation gains (tosses) 
ad justtncots on securities Tntal 

003 54) 
Other comprehensive income 8,193 88 1 9,074 

Balance (12,391) 1 
Other co inc 7,325 

Balance at December 3 I ,  2005 d (5,066) 9 78 S (4,988) 
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ADELPRIA COMMUNICATIONS CORPORATION AND SUBSIDIARIES 
(Debtors-In-Possession) 

NOTES TO CONSOLIDATED FINANCIAL ST.4TER.IENTS - Continued 

Transactions With Other Oficers and Directors 

In a letter agreement between Adelphia and FPL Group, lnc. (“FPL Group“) dated January 2 I ,  i 999, Adelphia agreed to 
(i) repurchase 20,000 shares of Series C Preferred Stock and I .09 1.524 shares of Class A Common Stock owned by Telesat 
Cablevision, Inc., a subsidiary of FPL Group (“Telesat”) and (11) transfer all of the outstanding common stock of West Boca 
Security, Inc. (“WB Security“), a subsidiary of Olympus Communications, L.P. (“Olympus”), to FPL Group in exchange for FPL 
Group’s SO% voting interes: and ID economic interest in Olympus. The Company owned the economic and voting interests in 
Olympus that were not then owned by FPL Group. At the time this agreement was entered into, Dennis Coyle, then a member of the 
Adelphia board of directors. was the General Counsel and Secretaty of FPL Group. WB Security was a subsidiary of Olympus and 
W B  Security’s sole asset was a S108,OOO,o00 note receivable (the “WB Note”) from a subsidiary of Olympus that was secured by the 
FPL Group’s ownership interest in Olympus and due September I ,  2004. On January 29. 1999, Adelphia purchased a11 of the 
aforementioned shares of Series C Preferred Stock and Class A Common Stock described above from Telesat for aggregate cash 
consideration of $149,213,OoO, and on October I ,  1999. the Company acquired FPL Group’s interest in Otympus in exchange for all 
of the outstanding common stock of WB Security. The acquired shares of Class A Common Stock are presented as treasury stock in 
the accompanying consolidated balance sheets. The acquired shares of Series C Preferred Stock were returned to their original status 
of authorized but unissued. On June 24,2004, the Creditors’ Committee filed an adversary proceeding in the Bznkruptcy Court, 
among other things, to avoid. recover and preserve the cash paid by Adelphia pursuant to the repurchase of its Series C Preferred 
Stock and Class A Common Stock together with all interest paid with respect to such repurchase. A hearing date relating to such 
adversary proceeding has not yet been set. Interest on the WB Note is calculated at a rate of 6% per annum (or after default a t  a 
variable rate of LIBOR plus So/,)). FPL Group has the right, upon at least 60 days prior written notice, to require repayment of the 
principal and accrued interest on the WB Note on or after July I ,  2002. As of December 3 I, 2005 and 2004, the aggregate principal 
and interest due to the FPL Group pursuant to the WB Note was $127,537,ooO. The Company has not accrued interest on the \VI3 
Note for periods subsequent to the Petition Date. To date, the Company has not yet received a notice from FPL Group requiring the 
repayment of the WB Note. 

From May 2002 until July 2003, the Company engaged Conway, Del Genio, Gries & Co., LLC (YDCC’) to provide certain 
restructuring services pursuant to an engagement letter dated May 21,2002 (the “Conway Engagement Letter”). During that time, 
Ronald F. Stengel, Adelphia’s former and interim Chief Operating Officer and Chief Restructuring Oficer, \vas a Senior Managing 
Director of CDW. The Conway Engagement Letter provided for Mr. Stengel’s services to Adelphia while remaining a full-time 
employee of CDGC. In addition, other employees of CDGC were assigned to assist Mr. Stengel in connection with the Conway 
Engagement Letter. Pursuant to the Conway Engagement Letter, the Company paid CDGC a total of $2,827,000 for its services in 
2003 (which includes the services or Mr. Stengel). The Company also paid CDGC a total of $104,000 in 2003 for reimbursement of 
CDGC’s out-ofpocket expenses incurred in connection with the engagement. These amounts are included in reorganization expenses 
due to bankruptcy in the accompanying consolidated statements of operations. 

Sale ofSecurity Monitoring Business 

In November 2004, the Company entered into an asset purchase agreement to sell its security monitoring business in 
Pennsylvania, Florida and New York. Such sale was approved by the Bankruptcy Court on January 28,2005 and closed on 
February 28,2005. The adjusted purchase price was $37,900,000. The Company recognized a $4,500,000 gain on this transaction 
during the year ended December 31,2005. 
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ADELPHL4 COMMUNICATIONS CORPOR4TION A N D  SlJBSlDlARIES 
(Debtors-tn-Pessession) 

NOTES TO CONSOLIDATED FINANCUL STATEMENTS - Continued 

I Noge 18: Quarterly Financial Informatiom (unaudited) (amounts in thousands, except per share antounb) 
, 

Quarter Eadcd 2005 
Much 31 June 30 scpcclnbcr 30 Dcccnher 31 

Revenue $ 1,069,002 S 1,103,223 $ 8,568 S 1,103,777 
Operatrng income 

Class B Common Stock s (033) s 0.82 $ (058 )  s (0.08) 

Quarter Ended 2084 

Revenue 
Operating income (loss) 

5 (851,629) $ - $  - 5  - (4) 
. Net loss $ (1,354,572) $ (169,217) $ (260,797) $ (1 26,287) 

Basic and diluted loss per weighted average 
share of common stock 
From continuing operations before 

cumutative effects of accounting 
changes s (1 99) s (067) $ 1 

changes s (336) S - s  - l s  - 
Cumulative efTececrs of accounting 

Net loss applicable to common 
stockholders S (5 35) $ (067) S (IO41 S (0.50) 

(1) The Company fecorded a S357,733,000 net benefit during the quarter ended June 30,2005 related to the Governmenr Settlement 
Agreements 

(2) Basic and diluted EPS of Class A and Class B Common Stock consrders the potential rmpact of difurrve securities For the 
quarters ended March 3 1.2005. September 30, 2005 and December 3 I ,  2005 the potential impact of dilutive securities has been 
excluded from the caicutalion of basrc and diluted EPS as the inclusion of potential common shares woutd have had an antr- 
ditutive effect 

(3) The Company recorded a $325,000,000 charge during the quarter ended March 31,2004 related to the Government Settlement 
Agreements 

(4) As a result of the consoltdat~on of the Kigas Co-Borrowing Entities, the Company recorded a $588,782,000 charge as a 
cumulative effect of a change in accounting principie during the quarter ended March 31,2004 The application of the new 
amortrzation method to customer relationships acquired prior to 2004 resulted in an additional charge of $262,847,000 which has 
been reflected as a cumulatws effect of a change in accounting principle 



SUPPLEMENTAL FINANCIAL SCHEDULES 

ADELPHW COMMWNZCATIONS CORPORATION 
(Debtors-En-Possession) 

SCHEDULE I 
CONDENSED BALANCE SHEETS (Parent Company Only) 

(amounts in thousands) 

Dcctmbcr 31, 
2805 2804 

LIAT3ILITIES AND STOCKHOLDERS’ DEFIClT 

Tomi liabilities and stockhofders’ deficit 10,029 S - 



P b 
... ... ,- - 

t 

ADELPHU COMMUNICATIONS CORPORATION 
(Debtors-In-Possession) 

SCHEDULE I 
CONDENSED STATEMENTS OF OPERATIONS (Parent Company Only) 

(amounts in thousands) 

Year cndcd Dcccmbcr 31. 
Z M K  Z W  too3 

uf consoIidated subsidiari 
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ADELPH LA COMMUNICATIONS CORPORATION 
(Debtors-In-Possession) 

SCHEDULE I 
CONDENSED STATEMENTS OF CASH FLOWS (Parent Company Only) 

(amounts ia thousands) 

Year cad4  December 31. 
2005 zoo4 2003 



ADELPHLA COMI\WNICATIONS CORPORATION AND SUBSIDMRIES 
(Debtors-In-Possession) 

SCHEDULE I1 
VALUATION AND QUALIFYING ACCOUNTS 
Years ended December 31,2005.2004 and 2003 

(Amounts in thousands) 

Additions/ 
Bdnnce at charges to Bdancc nt 

beginning of costs and Deductions Adjustments end of 

Allowance for doubtful 
accounts f 37,954 $ 50,273 $ (60.133) $ (12,147) 0 (35) S 15,912 

For the year ended 
December 3 1 2004 

lowayx fo; doubtful 
accounts S 40,108 f 67,387 S (73,962) S - s  

Valuation allowance for 
defeq-ed tax assets 4.21SJ 54 438,602 1,247 4,715 603 

Allowance for doubtful 
accounts S 26,957 S 56,395 $ (43,244) $ - $  - S 40,108 

( I )  Represents mounts written off as uncollectible, net of recoveries. 

(2) The decrease is primarily attributable to a settlement in connection with the Debtor’s Chapter I I Cases. 

(3) The 2005 amount reflects the deconsolidation of Coudersport and Bucktail as a result of the Government Settlement Agreements 
(see Note 6).  The 2004 amounts represent the impac: of the consolidation of the Rigas Co-Borrowing Entities (see Note 3. 
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The Phoenix Plaza 
21st Floor 
2929 North Central Avenue 
Phoenix, Arizona 85012-2794 

P.O. Box 36379 
Phoenix, Arizona 85067-6379 

Telephone 602.640.9000 
Facsimile 602.640.9050 

Joan S.  Burke 

A P P O P E S S I O N A L  A S S O C I A T I O N  Direct Line 602.640.9356 
Direct Fax 602.640.6074 

www.osbornrnaledon.com j burJs&mlaw.com 

A T T O R N E Y S  A T  L A W  

May 5,2006 

VIA HAND-DELNERY AND E-2MAIL DELIVERY 

Ms. Maureen Scott 
Senior Staff Counsel, Legal Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Mr. Armando Fimbres 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Re: Joint Application Re Acquisition of ACC Telecommunications, LLC 
by Time Warner Cable entities; Dockets Nos. T-04282A-06-0161; T- 
20448A-06-0161; and T-20449A-06-0161 

Dear Maureen and Armando: 

This letter supplements the Joint Application and Petition for Waiver filed by 
Time Warner NY Cable LLC V“‘), Time Warner Cable Information Services 
(Arizona), LLC, d/b/a Time Warner Cable (“TWCIS”), ACC Telecommunications, 
LLC (“ACC Telecom”) (“Applicants’) on March 10,2006. 

Attached at tab 1 is a certificate of good standing for TWCIS. In the Joint 

I Application, the parties sought Commission approval for the transfer to TWCIS of 
the certificate of convenience and necessity (“CC&N”) held by ACC Telecom. This 
transfer should occur in conjunction with the Commission’s approval of the 
proposed acquisition. 

http://www.osbornrnaledon.com
http://burJs&mlaw.com


' Ms. Maureen Scott 
Mr. Armando Fimbres 
Page 2 
May 5,2006 

TWCIS is a newly formed company and thus will not have provided service in 
any jurisdiction prior to the consummation of this transaction. TWCIS is a wholly 
owned subsidiary of "Y, which is a wholly owned subsidiary of Time Warner 
Cable, Inc. The ultimate parent of WCIS, "Y and Time Warner Cable Inc. is 
Time Warner Inc. Attached at tab 2 is a list of the TWCIS officers who will provide 
management support for Arizona operations, and accompanying biographical 
information about each manager. There are no formal or informal complaint 
proceedings pending against WCIS or against any of the officers identified at tab 
2. Similarly, there are no civil or criminal investigations or judgments (or criminal 
convictions) pending or levied in the last 10 years against TWCIS or the officers 
identified at tab 2. 

TWCIS, TWNY and ACC Telecom respectfully request regulatory approval of 
the Joint Application. The Joint Application describes, in greater detail, the 
planned acquisition of ACC Telecom assets and customers by "Y and the 
attendant transfer of the CC&N held by ACC Telecom to TWCIS. The Applicants 
are available at the Hearing Division's convenience for a hearing on the Joint 
Application. 

Please call me if you have any questions regarding the enclosed information. 

Thank you. 

Sincerely, 

Joan S. Burke 

JSBhw 
cc: Jo Gentry, External Affairs Director, Adelphia Communications 

Vincent Paladini, Associate Counsel Time Warner Cable 
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Office of the 
CORPORATION COMMISSION 

CERTIFICATE OF GOOD STANDING 
To all to whom these presents shall come, greeting: 

I, Brian C. McNeil, Executive Director of the Arizona Corporation 
Commission, do hereby certify that 

* * *TI= WARNER CABLE INFORMATION SERVICES (ARIZONA), LLC* * * 
a foreign limited liability campany organized under the laws of the 
jurisdiction of Delaware did obtain a Certificate of Registration 
in Arizona on the 27th day of  February 2006. 

I further certify that according to the records of the Arizona 
Corporation Commission, as of the date set forth hereunder, the said 
limited liability company has not had its Certificate of Registration 
revoked for failure to comply with the provisions of A.R.S. section 
29-601 et sea., the Arizona Limited Liability Company Act; and that the 
said limited liability campany has not filed a Certificate of 
Cancellation as of the date of this certificate. 

This certificate relates only to the legal authority of the above 
named entity as of the date issued, This certificate is not to be 
construed as an endorsement, recommendation, or notice o f  approval of the 
entity's condition or business activities and practices. 

IN WITNESS WHERJ3OF, I have hereunto set my 
hand and affixed the official seal of the 
Arizona Corporation Commission. Done at 
Phoenix, the Capital, this 3rd Day of 
May, 2006, A. D. 
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TECHNICAL AND MANAGERIAL ABILITY 

Applicant will rely on the individuals identified in the following biographies for 
technical and managerial support in providing services in Arizona as described in this 
application. Through arrangements with its parent Time Warner Cable, Applicant will 
have sufficient managerial and technical capability to ensure that Applicant can provide 
the services for which it seeks certification. The management teams at Time Warner 
Cable, based in Stamford, Connecticut, include individuals with extensive experience in 
successfully developing and operating communications businesses, including local 
telephone businesses. Moreover, Time Warner Cable possesses the internal managerial 
resources to support Applicant’s Arizona operations. 

Certain persons that are part of the management teams at Time Warner Cable are 
also officers of Applicant. Their expertise in telecommunications makes the Time 
Warner Cable management team well-qualified to construct and operate facilities on 
behalf of Applicant. In addition, the officers and management of Time Warner Cable 
also have the technical expertise, developed through designing, constructing, and 
operating telecommunications networks, to provide the proposed services. Specific 
technical experience of officers and management of Applicant can be found below. 
Further information concerning Directors and Officers of Time Warner Inc., a parent of 
both Time Warner Cable and the Petitioner, can be found in the attached Form 10-K. 

BIOGRAPHICAL SKETCHES OF MANAGEMENT FOR TIME WARNER 
CABLE INFORMATIONSERVICES (GEORGIA), LLC, 

Carl Rossetti, President 

Carl Rossetti is President of TWCIS and Executive Vice President of Time Warner 
Cable, a position he has held since 1998. Mr. Rossetti joined Time Warner Cable in 1976 
and has held numerous management positions, including Division President of Time 
Warner Cable’s Portland, Maine Division and interim CEO of Road Runner, the high- 
speed online service delivered through cable modems and over the cable television 
infrastructure. In this position, Mr. Rossetti was responsible for overall strategic 
planning to grow the business and maintain Road Runner’s commitment to providing 
premier high-speed access service. Mr. Rossetti has also served as Time Warner Cable’s 
Senior Vice President of Corporate Development, where he managed and oversaw all of 
the company’s international investments, negotiated non-cable and vendor agreements 
including acquisitions, mergers and disposition of assets. Additionally, Mr. Rossetti 
served as Interim CEO of Time Warner Telecom, where he helped initiate Time Warner 
Cable’s efforts to branch into the competitive local exchange business. Mr. Rosetti may 
be contacted at 290 Harbor Drive, Stamford, CT 06902-6732, (203) 328-061 8 (phone), 
(203) 328-4896 (fax), or carl.rossetti @twcable.com. 
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Gerald D. Campbell, Senior Vice President 

Gerald Campbell is Time Warner Cable’s Executive Vice President, Phone Operations, 
responsible for developing the company’s telephone and related businesses. Mr. 
Campbell brings to Time Warner nearly 30 years of experience in the cable and telephone 
industries. Mr. Campbell spent nearly ten years with Comcast Communications in senior 
management roles and developed and built the company’s voice business in the United 
Kingdom. Prior to joining Comcast, Mr. Campbell held executive positions with 
Cablevision of Boston and Warner Communications. Mr. Campbell may be contacted at 
290 Harbor Drive, Stamford, CT, 06902-6732, (203) 328-0600 (phone), (203) 328-4030 
(fax), or gerry.campbell@ twcable.com. 

Sam Howe. Chief Marketing Officer 

Sam Howe is Time Warner Cable’s Chief Marketing Officer. He is responsible for the 
development, roll out and management of all marketing initiatives for Time Warner 
Cable. Prior to joining Time Warner Cable, Mr. Howe operated his own company, Howe 
Strategic, where he provided marketing, planning and business development consultation 
to companies in the media industry. Mr. Howe’s telephone experience was acquired in 
the United Kingdom from 1993-1998, where he spent three years as Senior Vice 
President of TeleWest plc, a leading telecommunications company providing cable 
television, telephone and ISP services. Prior to that Howe spent two years as Group 
Director of marketing at SBS Cablecomms, Inc. a 50150 partnership between Cox 
Communications Inc. and Southwestern Bell Inc. Mr. Howe began his career working in 
the cable industry and eventually spent nine years at Cox Communications, Inc. where he 
held various positions in finance and marketing. Mr. Howe holds a B.A. from Bowdoin 
College in Brunswick, Maine and a MBA from the Kellogg Graduate School of 
Management at Northwestern University. Mr. Howe may be contacted at 290 Harbor 
Drive, Stamford, CT 06902-6732, (203) 351-2075 (phone), (203) 328-4030 (fax), or 
sam.howe@twcable.com. 

Thomas C. Feiae, President, National Division 

Thomas Feige has accrued over 25 years of telecommunications experience while 
working for Time Warner Cable and its predecessor companies. In that time, Mr. Feige 
has held a variety of management positions, including General Manager, Regional 
Manager, Division Manager and Group Vice President. As President of Time Warner 
Cable’s Full Service Network, he led the creation of the world’s first interactive television 
system. More recently, he was President of Time Warner Cable’s Los Angeles Division. 
Currently, as President of Time Warner Cable’s National Division, he is responsible for 
the Company’s businesses in Florida, Louisiana, Alabama, Georgia, Kansas, Missouri, 
Georgia, Indiana, West Virginia and Colorado. Mr. Feige has served as Chairman of the 
Board of Adlink and as Chairman of the California Cable & Telecommunications 
Association. He is also a founding member of the Board of the Advanced Networked 
Cities and Regions Association and a member of the International Advisory Board for 
two public/private sector cooperative developments in the Netherlands, the Kenniswijk 

http://twcable.com
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(knowledge area) project and the Nuenen FITH Broadband Deployment. Mr. Feige is an 
attorney and member of the New York State Bar. Mr. Feige may be contacted at 160 
Inverness Drive West, Suite 300, Englewood, CO 801 12, (303) 649-8099 (phone), (303) 
649-8090 (fax), or tom.feige@ twcable.com. 

Julie Y. Patterson, Secrefarp 

Julie Patterson is Vice President and Chief Counsel, Telephony, of Time Warner Cable in 
Stamford, Connecticut. After practicing communications law in private practice, Ms. 
Patterson served as an Attorney Advisor in the Common Carrier Bureau of the Federal 
Communications Commission, where she worked on issues relating to local telephone 
competition, the deployment of broadband services, Bell Operating Company section 271 
applications, and communications and media mergers. Ms. Patterson has a B.A. degree 
from the University of Pennsylvania and a J.D. degree from the College of William and 
Mary. Ms. Patterson may be contacted at 290 Harbor Drive, Stamford, CT 06902-6732, 
(203) 328-0600 (phone), (203) 328-4030 (fax), or julie.patterson@twcable.com. 

http://twcable.com
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BEFORE THE ARIZONA C O R P ( ? @ ~ ~ ~ ~ ~ ~ M I S S I O N  

JEFF HATCH-MILLER 
Chairman 

WILLIAM A. MUNDELL 
Commissioner 

MARC SPITZER 
Commissioner 

MIKE GLEASON 
Commissioner 

KRISTIN K. MAYES 
Commissioner 

IN THE MATTER OF THE JOINT 
APPLICATION AND PETITION FOR 
WAIVER OF TIME WARNER NY CABLE 
LLC, TIME WARNER CABLE 
INFORMATION SERVICES (ARIZONA), 
LLC, AND ACC 
TELECOMMUNICATIONS, LLC, FOR 
APPROVAL OF ASSIGNMENT OF 
ASSETS 

) DOCKET NO. T-04282A-06-0161 
) T-2W8A-06-0 16 1 
) T-2W9A-06-0 16 1 
1 
) SUPPLEMENT TO APPLICATION; 
) NOTICE OF FILING 
) AFFIDAVIT OF PUBLICATION; 
) REQUEST FOR WAIVER 
1 

This document supplements the Joint Application and Petition for Waiver filed on 

March 10,2006, by Time Warner NY Cable LLC (‘TWNY”), Time Warner Cable 

Information Services (Arizona), LLC, d/b/a Time Warner Cable (“TWCIS”), and ACC 

Telecommunications, LLC (“ACC Telecom”) (collectively, “Applicants”). 

1. Transfer of Certificate of Convenience and Necessity 

The Applicants, hereby request that the certificate of convenience and necessity 

(CC&N) issued to ACC Telecom on April 12,2006 (Decision No. 68650, Docket No. T- 

04282A-04-0763) be transferred to TWCIS in conjunction with approval of this asset 
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transfer. This has been the parties’ intention from the inception, and we are confirming it 

here for clarification. Attached at Tab A is a letter submitted to Staff (but not the Hearing 

Division) on May 5,2006, plainly requesting that the CC&N newly issued to ACC 

Telecommunications be transferred to TWCIS and supplementing the information 

originally provided to staff to include information required under R14-2-1105. 

2. Compliance with A.A.C. R14-2-1104(E) 

Attached at Tab B is an affidavit from the Arizona Republic confirming that 

Applicants arranged for the publication of the notice set forth in the procedural order 

issued by Judge Wolfe on May 22,2006. That notice was published on May 25,2006, 

3. Compliance with A.A.C. Rl4-2-1107 

Rule 1 107 requires any “telecommunications company providing competitive 

local exchange or interexchange service on a resold or facilities-based basis” to file an 

application for authorization with the Commission if it intends to discontinue service or 

to abandon all or a portion of its service area. Two points are important to mention with 

respect to the application of Rule 1107. First, ACC Telecommunications provides only 

private line data service, as service that does not fall within the definition of local 

exchange service: “The telecommunications service that provides local dial tone, access 

line, and local usage within an exchange or local calling area.” R 14-2- 1 102 (8). ACC 

Telecommunications does not provide interexchange service. 

Second, service to ACC Telecommunications’ customers will not be discontinued 

or abandoned; rather, the assets used to provide that service, as well as the customers 

themselves, will be transferred to TWC. To the extent the Commission concludes that 
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ACC Telecommunications is nonetheless “discontinuing” service, ACC Telecom 

requests that the Cornmission accept the original Application in this matter as notice to 

the Commission that ACC Telecom would be discontinuing service. The Application 

clearly disclosed that ACC would cease providing service in Arizona: “TWCIS therefore 

will effectively be stepping into the shoes of ACC Telecom in all material respects and 

ACC Telecom will no longer offer regulated telecommunications service in the state.” 

Application p. 3. 

With respect to customer notification, ACC Telecommunications has three 

customers with contracts in Arizona. All of these customers have received notice of the 

proposed discontinuance of service by ACC Telecommunications. 

4. 

Decision No. 68650 required ACC Telecommunications LLC “to notify each of its 

Waiver of Timing Requirements in Decision No. 68650 

private line service customers and the Commission 60 days prior to filing an application 

to discontinue service pursuant to A.A.C. R14-2-1107” and “to docket conforming tariffs 

for its point to point dedicated data service within 365 days from the date of an Order in 

this matter or 30 days prior to providing service, whichever comes first . . .” Decision 

p. 5. ACC Telecommunications LLC submits that it has substantially complied with each 

of these requests by giving the three customers in question notice that service by ACC 

Telecommunications will be transferred to TWC and by filing the ACC 

Telecommunications tariff. (See letter filed in docket by Jo Gentry on May 24,2006, 

attaching tariff.) 

3 



This is an unusual case. ACC Telecommunications provides data-only service to a 

handful of customers. These customers are fully aware (both through verbal and written 

notice) that the transfer is pending. Because Adelphia Communications Corporation filed 

for bankruptcy in June of 2002, customers have been on notice for years that a change of 

ownership was likely. ACC Telecommunication has been in close contact with the 

Commission, since filing its CC&N application in October 2004. Given this set of 

unusual circumstances, the Applicants respectfully request that the Commission waive 

the timing portions of these two requirements and deem the requirements contained in 

Decision No. 68650 met. 

Respectfully submitted this 2nd day of June, 2006. 

OSBORN MALEDON PA 

S. Burke F 29 North Central, Suite 2100 
Phoenix, Arizona 850 12 

E-mail: jburke@omlaw .corn 
(602) 640-9356 

Attorney for Time Warner NY Cable 
LLC and Time Warner Cable 
Information Services (Arizona), LLC 

4 



Original and fifteen (17) copies of 
the foregoing filed this 2nd day of 
June, 2006, with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Copies of the foregoing mailed this 
2nd day of June, 2006, to: 

Ernest G. Johnson, Director 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Maureen Scott 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Teena Wolfe 
Administrative Law Judge 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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Joan 8. Burke 

May 5,2006 

VLA HAND-DELJVERYAND E-= DELNERY 

Ms.Maureenscott 
Senior StaECounsel, Legal Division 
Arizona Corporation Commission 
120 West Washington 
Phoenix, Arizona 85007 

Mr. Armando F'imbres 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Re: Joint Application Re Acquisition of ACC Telecommunications, LLC 
by Time Warner Cable entitiea; Docketa Nos. T-04!282A-06-0161; T- 
20448A-06-0161; a d  T-20449A-06-0161 

Dear Maureen and Armando: 

"hiB letter supplements the Joint Application and Petition for Waiver filed by 
Time Warner NY Cable LLC (TWNY"), Time Warner Cable Mrmation services 
(Arizona), LLC, W a  Time Warner Cable ("TWCIS"), ACC Telecommunications, 
LLC (mACC Telecom") C"%plicants') on March 10,2006- 

Attached at tab 1 is a certificate of good stauding for TWCIS. In the Joint 
Application, the parties mught Commission approval for the tranaikr to TWCIS of 
the certificate of convenience and necessity ("CcgtN") held by ACC Telecom. This 
transfer &odd occur in conjunction with the Commission's approval of the 
proposed acquisition. 



Ms. Ma~reen Scott 
Mr. Armando Fmbres 
Page 2 
May 5,2006 

TWCIS is a newly formed company and thus wil l  not have p d d e d  &ce in 
any jurisdiction prior to the consummation of this tminsactiox~ W C I S  is a wholly 
owned subsidiary of "Y, which is a wholly owned subsidiary of Time Warner 
Cable, Inc. The ultimate parent of TWCIS, TWNY and Time Warner Cable Inc. is 
Time Warner Inc, Attached at tab 2 is a list of the TWCW officers who wil l  provide 
management support for Arizona operations, and accompanying biographical 
information about ea& manager. mere are no hrmal or informal complaint 
pFoceedings pending against TWCIS or against any of the officers idenad at tab 
2. Similarly, there are no civil or criminal immtigations or judgments (or criminal 
convictions) pending or levied in the last 10 yeam againat TWCIS or the officers 
identified at tab 2. 

TWCIS, TWNY and ACC Telecom respectfully request regulatoFy approval of 
the Joint Application. The Joint AppIication describes, in greater detail, the 
planned acquisition of ACC Telecom 888ets and customers by TWNY and the 
attendant transfer of the CC&N held by ACC Telecom to TWCIS. The Applicants 
are available at the Hearing Division's convenience for a hearing on the Joint 
Application. 

Please call me if you have any questions regarding the enclosed information. 

Thank you. 

sin-ly, 

Joan S. Burke 

JSBhw 
cc: Jo Gentry, External Affairs Director, Adelphia Communications 

Vincent Paladhi, Associate Counsel Time Warner Cable 

1250907 
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OBiCeofthe 
CORPORATION COMMISSION 
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CERTIElCATE OF GOOD STANDING 
To all to these presemts shall e-8 greetins: 

1, -ian c. # m i l n  meaxtiole Director Qf the Arizona Corporation 
CCmrmission, do h e r e  certify that 

***TXME WARNBR CABLE I"Ol?MATIoN SERVZCZS (ARX%Om), fiLC*** 
a foreim limited liability c- organized uruier the laws of the 
jurisdiction of Delaware did abtain a Certificate of Registration 
in Ari2cma an the 27- day of F- 2006. 

I further certify that according to the recards of the Arizona 
Carparatian Ccamazssian, as of f2m date set forth hereunder, the said 
limited liabslity c v  has Pot had its Certificate of Ilgsistratinn 
revoked far failure to c m y  with the provisions of A.R.S. section 
29-601 et seq., the Arizona Limited Liability Canlpaqy Act; ad that the 
said lhited liability caslpaqy has not filed a Certificate of 
Cancellation (ui of the date of this certlficate. 

a s  certificate relates only to the legal authority of the above 
named antity as of the date issued. 
construed as an endorsement, reaxmendationn or notice of eroval of the 
entity's condition or business activities and practices. 

!t%is certificate is not to be 

I10 Wxzu~Ss OrraaaEOr, X have hateunto aet szy 
hand axxi affixed the officfal seal o f  the 
at fxona Corporatian C d s s i a n .  Dope at 
Phoenix ,  the Capital, this 3rd .Day of 
lacy, 2006, A. D. 

BY: 





I .  

Applicant will rely on the individuals idenriiied in the folIowing biographies for 
technical and managerial support in providing services in Arizona as d d b e d  in this 
application. Through arrangements with its parent Time Warner Cable, Applicant will 
have sufficient managerial awf techaical capability to ensure that Applicant can pvide 
the services for which it seeks certificaticm. The mauagement teams at Time Warner 
Cable, based in Stamfod Connecticut, include indiriduals with extensive experience in 

telephone businesses . Momver, Time Warner Cabie possesses the internal managerial 
fesoun'~s to support Applicant's Arizona operations. 

SUCCeSSfUUy developing and operating communications buskses , including local 

Certain persons that are part of the management teams at Timc Warner Cable are 
also officers of Applicant. Their expertise in telecommunicatiox~~ makes the Time 
Warner Cable management team wellqualified to construct and operate facilipies on 
behatf of Applicant. In iuidition, the officers and management of Time Warner Cable 
also have the technical expertise, developed thou& designing, constmcting, and 
operating telmmrnunications networks, to provide the proposed services. Specific 
technical experience of officers and management of Applicant can be found below. 
Further inforrnation concerning Directors and officers of Time Warner Inc., a parent of 
both Time Warner Cable and the Petitioner* can be found in the attached Form 10-K. 

BIOGRAPHICAL SKBTCHES OF MANAGEMENT FOR TIME WARNER 
CABLE INFORMATIONSERVICES (GEORGIA), LLC, 

Carl Rossetti is President of TwcIs and Executive Vice president of Time Warner 
Cable, a position he has held Since 1998. Mr. Rossetti joined T i  Warner Cable in 1976 
and has held numemus management positions, including Division President of Time 
Warner Cable's Portland, Maine Division and interim CEO of Road Runner, the high- 
speed online service d e l i v d  through cable modem and ova the cable television 
infras-. In this position, Mr. Rossetti was responsible for overall strategic 
planning to grow the business and maintainRoadRunner'scodtmenttopviding 
premier high-speed aocess Sezuice. Mr. Rossetti has also served as Time Warner Cable's 
Senior Vice President of Corporate Developmen6 where he managed ami oversaw all of 
the company's international investments, negotiated non-cable and vendor agreements 
including acquisitions, mergere and disposition of assets. Additionally, Mr. Rossetti 
served as Interim CEO of Time Warner Telecom, where he helped initiate T i  Warner 
Cable's efforts to branch into the competitive local exchange business- Mr. Rosetti may 
be contacted at 290 Harbor Drive, Stamford, CT 069026732, (203) 328-0618 (phone), 
(203) 328-4896 (fax), or carf.rossetti@twcabIe.com. 

mailto:carf.rossetti@twcabIe.com


Gerald Campbell is Time Warner Cable’s hemtive Vice President, Phone Operations, 
responsible for developing the company’s telephone and related bnsinesses. Mr. 
Campkll brings to Time Wmernearly 30 years of experience in the cahk and telephone 
industries. Mr. Campbell spent d y  ten years with Comcast Communicadons in senior 
management roles and developed and built the company’s voice business in the United 
Kingdom. Prior to joining Comcast, Mr. Campbell held executive positions with 
Cablevision of Boston and Warner Conun~cations. Mr. Campbell may be contacted at 
290 Harbor Drive, Stamford, CT, 06902-6732, (203) 328-0600 (phone), (203) 328-4030 
(fax), or geny.campbellQtwcable.com. 

Sam Howe is Time Warner Cable’s chief Marketing Officer. He is responsiile for the 
development, roll out and management of all  marketing initiatives for Time Warner 
Cable. Prior to joining Time Warner cable, Mr. Howe operated his own company, Howe 
Strategic, where he provided marketing, planning and business development consultation 
to companies in the media industry. Mr. Howe’s telqhone experience was aquired in 
the United Kingdom from 1993-1998, where he spent three years as Senior Vice 
President of TekWest plc, a leading telecommunications company pvid ing  cable 
television, telephone and ISP services. Prior to that Howe spent two years as Group 
Dinxtor of marketing at SBS Cablecomms, Inc. a 5 0  partnership between Cox 
Communications Inc. and Southwestern Bell Inc. Mr. Howe began his career working in 
the cable industry and eventually spent nine years at Cox Communications, Inc, where he 
held various positions in finance and mdetbg .  Mr. Howe holds a B.A. from Bowdoin 
College in Brunswick, Maine and a MBA from the Kellogg Graduate School of 
Management at Northwestern University. Mr. Howe may be contacted at 290 Harbor 
Drive, Stamfont, CT 069026732, (203) 351-2075 (phone), (203) 328-4030 (fax), or 
sam.howe@twcabIe.com. 

Thomas Feige has accrued over 25 years of telecommunications experience while 
working for Time Warner Cable and its predecessor companies. In that time, Mr. Feige 
has held a variety of management positions, including General Manager, R e g i d  
Manager, Division Manager and Group Vice President. As Presideat of Tihe Warner 
Cable’s Full Service Network, he led the creation of the world’s first intersactive television 
system. More recently, he was President of Time Warner Cable’s LQS Angela Division. 
Cunently, as President of Time Warner cable’s National Division, he is responsible for 
the Company’s businesses in Florida, Louisiana, Alabama, Georgia, Kansas, Missouri, 
Georgia, Indiana, West V i a  and Colorado. Mr. Feige has served as chairman of the 
Board of Adlink and as chainnao of the California CabIe & TeIecommunications 
Association. He is also a founding member of the Board of the Advanced Networked 
Cities and Regions Association and a member of the International Advisory B o d  for 
two publidprivate sector coopefative developments in the Netherlands, the Kenniswijk 

http://geny.campbellQtwcable.com
mailto:sam.howe@twcabIe.com


(knowledge area) project and the Nuenen FITH Broadband Deplopent. Mr. Feige is an 
attorney and member of the New York State Bar. Mr. Feige may be contacted at 160 
Invemess Drive West, Suite 300, Englewood, CO 801 12, (303) 649-8099 (phone), (303) 
649-8090 (fax), or tom.feige@twcable.com. 

Julie Patterson is Vice president and Chief Counsel, Telephony, of Time Warner Cable in 
Stamfox& Connecticut. AAer practicing communications Iaw in private practice, Ms. 
Pattemn served as an Attorney Advisor in the Common Carrier Bureau of the F e d d  
Communications CommissiOn, where she worked on issueS dating to local telephone 
competition, the deployment of braadband services, Bell Operating Company sectiOslZ71 
applications, and communiCatons and media mebgers. Ms. patterson has a B.A. degree 
from the University of Pennsylvania and a J.D. degree from the College of Waam and 
Mary. Ms. Patterson may be contacted at 290 Harbor Drive, Stamford, CT 06902-6732, 
(203) 328-0600 (phone), (203) 328-4030 (€ax), orjulie.patterson@twcable.com. 

mailto:tom.feige@twcable.com
mailto:orjulie.patterson@twcable.com




11 you have any comments. 

The Arizona Corporation 

Attentmn Docket Control 
T - m l 6 1  Ct A 

re: r@e War~Cable. lnf~+ 
mtlOn %3ViCeS (kl20M) 
t l C  dba Time Warner CabIe 

ACXTelecrnnmunications U C  
dbaAdelphii . 

1200 West Wash ton Street 
Phoenix. Arizona%7 
If you haye any. qtpstiom 
about ttns applicatmn or 
wantiRformationoninter;err 
tion you may .contact the 
Ccmumer S g v @ ~  4ectlon 
of the Commission at 1200 
West Washington Street 
woenix, Arizona ~7 O; 
call 1-800-222-7OOO. 

The Commission does not dp 
criminate on the b p s  of dp- 
ability in admission to its 
public .meetings. Pemns 
with a disabiltty may re w e s t  
reasonable accomtnod3ions 
such as sign language mter- 
p e r ,  as we!l as rfquesr 
hK document M an a erna 

mall them to: 

Cmnqission 

stsshwklbe 

063SMay 25,2006 
'- 

AFFIDAVIT OF PUBLICATION 

THE ARIZONA REPUBLIC 

COUNTY OF MAlUCOPA 
STATE OF ARIZONA 

Kelly Howard, being first duly sworn, upon oath deposes 
and says: That he is a legal advertising representative of the 
Arizona Business Gazette, a newspaper of general 
circulation in the county of Maricopa, State of Arizona, 
published at Phoenix, Arizona, by Phoenix Newspapers Inc., 
which also publishes The Arizona Republic, and that the 
copy hereto attached is a true copy of the advertisement 
published in the said paper on the dates as indicated. 

The Arizona Republic 

May 25,2006 

CaSe. 
.AC. Rl4-3-105.gove~ the 

vention 7 3 e r  thiiq entitles's pa y to presen 
worn evidence at the hear- 
ing and to cross-examine 0th- 
w witnesses. However fait- 
ireto intervene will not pre- 
.lude any interested PpMn 
geepdfis"mapearing mabn at a 
jtatement on their own%- 
lalf. The hearing is sched- 

l a  Cwpomtlan Commission, 
l2Bo West Washington 
Street Phoenix &rizona 
pO7.'.Please chekk wtth the 
mnnission for an changes 
o the xheduleJ heanng 
jate. 

! & g % : f g p s  3 12::: 

;kl% E%yEt:gZ$ 

\ "  

Sworn to before me this 
2ND day of 
June A.D. 2006 



YOUR ACC TELECOMMUNICATIONS, LLC SERVICES WILL BE TRANSFERRED TO 
TIME WARNER CABLE BY JULY 31,2006 

UNLESS YOU CHOOSE A NEW SERVICE PROVIDER 

Thank you for being a loyal ACC Telecommunications, LLC customer. After many years of providing regulated 
telephone services in Arizona, we now plan to exit the market. As of July 3 1,2006, ACC Telecommunications, 
LLC (“ACC Telecom”), will no longer be providing data services in Arizona. The Arizona regulated 
telecommunications assets of ACC Telecom will be acquired by Time Warner Cable Information Services 
(Arizona), LLC d/b/a Time Warner Cable (“Time Warner Cable”), an affiliate of Time Warner Cable. This 
provider transition from ACC Telecom to Time Warner Cable requires no action on your part. 

As your new service provider, Time Warner Cable will continue to provide you with the same 
telecommunications services you currently receive in accordance with the rates, terms and conditions of your 
existing contract or effective tariffs on file with the Arizona Corporation Commission. If in the future Time 
Warner Cable determines that rates, terms, or conditions require modification, it will follow the contract terms or 
the Arizona Corporation Commission rules regarding such changes, including, where required, written 30 day 
notice to customers. ACC Telecom will continue to be responsible for the resolution of any complaints filed or 
otherwise raised until the sale is finalized. 

The transfer of your service to Time Warner Cable will be invisible to you because Time Warner Cable will 
utilize the same facilities that currently serve your account. Moreover, there will be no change in your services. 
The transfer of your services to Time Warner Cable will be seamless and without down time or modification to 
existing services or rates. This transfer requires no action on your part and the only difference will be the name of 
the carrier on the monthly bill you receive for your telecommunications services. The local ACC Telecom 
employees who service your account today will also transfw to Time Warner Cable and will continue to provide 
you the excellent service that you have experienced to date. 

Instead of becoming a Time Warner Cable customer, you may, for ninety days following the date of the Arizona 
Corporation Commission order approving this transaction, transfer to another carrier without penalty. If you do 
not select another provider Time Warner Cable will automatically become your service provider effective July 3 1, 
2006. You will not incur any charges for the change to Time Warner Cable. However, should you select another 
provider, you may incur additional charges. Please be aware that you are responsible for paying all bills renderd, 
to you by ACC Telecom during this transition. You may be subject to termination of your service in accordance 
with the terms of your contract and applicable Commission rules if you fail to pay your telephone bill. 

If you do not want service from Time Warner Cable you must select a new provider as soon as possible. 
Otherwise, you need do nothing and your service will seamlessly transfer to Time Warner Cable. 

If you have any questions regarding this notice please call your carrier at 888-644-6442. You may also call the 
Consumer Services Section of the Arizona Corporation Commission Staff at 602-542-425 1 or 1-800-222-7000. 





TO: Docket Control Center 

FROM: Emest G. Johnson 
Directory 
Utilities Division 

DATE: May 16,2006 

RE: IN THE MATTER OF THE APPLICATION OF ACC TELECOMMUNICATIONS, 
LLC FOR APPROVAL OF ASSIGNMENT OF ASSETS TO TIME WARNER NY 
CABLE LLC AND TIME WARNER CABLE INFORMATION SERVICE 
(ARIZONA), LLC (DOCKET NOS. T-04282A-06-0161, T-20448A-06-0161 AND 
T-20449A-06-0161) 

Attached is the Staff Report for the above referenced application. Staff is recommending 
approval of the application with conditions. 

EGJ: AFF : lhrn\MAS 

Originator: Annando Fimbres 



SERVICE LIST FOR: ACC TELECOMMUNICATIONS, LLC, TIME WARNER NY CABLE 
LLC AND TIME WARNER CABLE INFORMATION SERVICE 
(ARIZONA), LLC 

DOCKET NOS: T-04282A-06-0161, T-20448A-06-0161 AND T-20449A-06-0161 

Ms. Joan S. Burke 
Osborn Maledon. P.A. 
2929 North Central Avenue, Suite 2 100 
Phoenix, Arizona 85012 

Ms. Julie Y. Patterson 
Mr. Vincent. M. Paladini 
Time Warner Cable 
290 Harbor Drive 
Stamford. Connecticut 06902 

Yaron Don 
Mr. Matthew F. Wood 
Hogan & Hartson L.L.P. 
555 Thirteenth Street, N.W. 
Washington, D.C. 20004 

Mr. Daniel Waggoner 
Mr. Davis Wright Tremaine 
2600 Century Square 
1501 Fourth Avenue 
Seattle, Washington 98101 

Ms. Jo Gentry 
Adelphia Communications Corporation 
ACC Telecommunications, LLC 
5619 DTC Parkway, Suite 800 
Greenwood Village, Colorado 801 11 

Mr. Christopher Kempley, Chief Counsel 
Mr. Keith Layton, Attorney 
Legal Division 
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1200 West Washington Street 
Phoenix, Arizona 85007 
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Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
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Introduction 

On March 10, 2006, Time Warner N Y  Cable LLC (“TWNY”),Time Warner Cable 
Information Services (Arizona), LLC, d/b/a Time Warner Cable (“‘TWCIS”), and ACC 
Telecommunications, LLC (“ACC Telecom”) (collectively, “Applicants”), filed an application 
for expedited consideration requesting that the Commission consent to the proposed assignment 
from ACC Telecom to TWNY, and, immediately thereafter, to TWCIS, of existing customer 
contracts and related assets’ of ACC Telecom used in connection with the provision of intrastate 
telecommunications services in Arizona. 

Applicants also requested that the Commission waive any applicable “anti-slamming” 
regulations that this Transaction potentially could violate in the absence of a waiver and in the 
absence of individual subscriber authorizations. In particular, the Applicants requested that the 
Commission waive Arizona Administrative Code (“A.A.C.”) R14-2-1904 and R14-2- 1905, to 
the extent these rules apply to the Transaction. 

Only three non-residential, point-to-point dedicated transport customers will be 
transferred from ACC Telecom to TWNY, and, immediately thereafter, to TWCIS. The 
Applicants state that these customers purchase only data telecommunications services from ACC 
Telecom and receive no voice services. In addition, the Applicants state that this Transaction will 
cause no change to the terms and conditions of the services provided to these customers. The 
three customers affected are located in and around the cities of Yuma and San Luis, in 
Southwestern Arizona. 

On May 5 ,  2006, the Applicants provided additional information following discussions 
with Staff, Legal and Hearing Divisions. The information clarifies that TWCIS seeks, through 
this Transaction, to acquire any existing assets2 of ACC Telecom and to expedite the transfer of 
ACC Telecom’s Certificate of Convenience and Necessity (“CCtkN’) for intrastate, facilities- 
based, non-switched, dedicated point-to-point data transport telecommunications services in 
the state of Arizona. 

Overview of Applicants 

ACC Telecom represents it is a wholly-owned subsidiary of Adelphia Communications 
Corporation (“Adelphia”) that provides telecommunications services in Arizona. The 
Commission granted ACC Telecom’s application for a (“CC&N”) to provide private line 
services in Decision No. 68650, Docket No. T-04282A-04-0763, on April 12,2006. 

Adelphia represents that it is the fifth largest cable operator in the United States. As of 
the end of 2004, Adelphia’s consolidated managed cable operations served more than five 
million basic subscribers. Adelphia anticipates exiting bankruptcy late in the second quarter of 

’ The Applicant has expressed to Staff that ACC Telecom has $0 assets. 
* The Applicant has expressed to Staff that ACC Telecom has $0 assets. 
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2006 and plans to immediately sell its assets to TWNY and Comcast upon bankruptcy court 
approval. 

~ 

TWNY is a wholly-owned subsidiary of Time Warner Cable (“TWC”) and was 
established for the purpose of completing this Transaction. 

TWC represents it is a division of Time Warner Inc., a publicly-traded media and 
entertainment company with a market capitalization as of February 2006 in excess of $79 billion. 
Pursuant to the completion of the Transaction described in this application, TWC also will 
become a publicly-traded company, with Time Warner Inc. holding 82 percent of TWC’s 
common stock. TWC is the second largest cable operator in the United States, owning or 
managing cable systems serving approximately 10.9 million subscribers in 27 states. 

TWCIS is a wholly-owned subsidiary of TWNY, and is authorized to do business in 
Arizona as a foreign LLC. At this time, TWCIS intends to assume responsibility for the 
provision of only those services being provided by ACC Telecom. 

Proposed Transaction 

On June 25,2002, Adelphia filed a voluntary petition for reorganization under Chapter 11 
of the United States Bankruptcy Code. On April 20, 2005, Adelphia, TWNY, a wholly-owned 
subsidiary of TWC, and Comcast Corporation (“Comcast”) entered into an Asset Purchase 
Agreement (“Agreement”) pursuant to which TWNY and Comcast propose to acquire 
substantially all of the assets of AdeIphia and its affiliates and subsidiaries, including Adelphia’s 
cable television systems and other facilities, equipment and personnel used in markets across the 
United States. The Transaction is valued in excess of $17 billion. 

In Arizona, TWNY proposes to acquire the CC&N and customer contracts held by ACC 
Telecom related to the provision of regulated telecommunications services in the state. 
Thereafter, TWNY proposes to assign those assets to TWCIS. The network assets used to 
deliver services to ACC Telecom customers, which today are part of the cable facilities owned 
and controlled by Adelphia, will be acquired by T* and assigned to TWC for use by 
TWCIS. 

TWCIS will assume full responsibility for fulfilling, during their remaining terns, the 
customer contracts to Arizona subscribers held today by ACC Telecom. 

ACC Telecom will no longer offer regulated telecommunication services in Arizona. 

The Company’s Request 

The Applicants request that the Commission consent to the proposed transfer from ACC 
Telecom to TWNY, and, immediately thereafter, to TWCIS, of existing customer contracts and 
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acquisition of any existing ACC Telecom assets3 used in connection with the provision of 
intrastate telecommunications services in Arizona. 

The Applicants also request the Commission waive any applicable “anti-slamming” 
regulations that this Transaction potentially could violate in the absence of a waiver and in the 
absence of individual subscriber authorizations, in particular, .A.C.C. R14-2-1904 and R14-2- 
1905, to the extent these rules apply to the Transaction. 

Staffs Analysis & Conclusions 

For 2005, Time Warner, Inc. reported Total Assets of $122.5B, Total Shareholders’ 
Equity of $62.7B and Total Net Income of $2.9B. Based on the financial information submitted 
by the Applicants, Staff believes that TWCIS will have sufficient financial resources from its 
parent to offer telecommunications services in Arizona. 

Since all assets in Arizona are held by Adelphia, the proposed Transaction effectively 
involves the transfer of Adelphia assets used to serve ACC Telecom customers to TWNY and, 
ultimately, to TWCIS. 

ACC Telecom has no employees in Arizona; Adelphia has 41 employees in Arizona. 
The applicants stated that the nature and scope of the telecommunications operations will 
continue unchanged for the foreseeable futures. No layoffs are anticipated and no changes are 
anticipated in the management personnel currently employed by Adelphia, therefore, Staff 
believes TWCIS will have the technical capability to provide the services involved this 
Transaction. 

The Applicants clarified that the three non-residential, point-to-point dedicated transport 
customers who will be transferred from ACC Telecom to TWNY and, ultimately TWCIS, in this 
proposed Transaction, comprise 8 total contracts all of which are due to expire in 2008. 

In response to Staffs data request, the Applicants clarified that current customer 
contracts do not contain provisions permitting customers to transfer carriers as a result of the 
proposed Transaction, however, customers will be given a minimum of 60 days to transfer 
without penalty. 

TWC does not currently operate in Arizona. Through the acquisition of Adelphia assets, 
TWC, will begin operations of a cable system in and around the city of Yuma, Arizona. 

In response to Staffs data request, the Applicants explained that TWC and Time Warner 
Telecom (“TWT”) are related through Time Warner Inc.’s investment in both companies. TWT, 
a/k/a Time Warner Telecom of Arizona, LLC, was granted a CC&N transfer from GST Net by 
Decision No. 63262 on December 14, 2000 and primarily provides private line services in 

The Applicant has expressed to Staff that ACC Telecom has $0 assets. 
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Phoenix metro. TWC and TWT are separate and distinct corporate entities with different 
corporate boards and different executive management teams. In addition, TWT is a publicly 
traded company, separate from Time Warner Inc. Time Warner Inc., the parent of TWC, owns a 
non-controlling equity interest (44 percent) in TWT and has a minority presence on the TWT 
Board of Directors. No direct relationship is expected between TWCIS and TWT in Anzona. 

ACC Telecom does not own or operate an end-office switch, does not provide switched 
or voice telephone service and does not have any NPA-NXX number assignments in Arizona. 

Staff notes that this Transaction comes immediately following the granting of a CC&N to 
ACC Telecom by Decision No. 68650 on April 4,2006. 

The Applicant’s provided Staff with information normally provided in a CC&N 
application: 

1- a Certificate of Good Standing for TWCIS in Arizona. 

2- financial information for Time Warner, Inc, the parent of TWCIS. 

3- assurance that TWCIS is not providing telecommunications services in any other 
states and as such has no complaints in other jurisdictions. 

4- assurance that TWCIS officers are not currently involved in criminal or civil 
proceedings. 

5- assurance that TWCIS officers have not been involved in criminal or civil proceeding 
within the last 10 years. 

6- assurance that TWCIS will submit .a tariff that mirrors the tariff of ACC Telecom and 
meets the conditions of Decision 68650. 

Staff does not believe that this transaction will have a negative customer impact nor 
should this transaction negatively impact the competitive local exchange situation. 

Staff has reviewed the proposed customer notice provided with the Transaction 
application (see Exhibit 1) and believes it to be acceptable contingent on the recommended 
conditions. 

Staffs Recommendations 

Staff recommends that this joint application of TWNY, TWCIS, and ACC Telecom 
seeking the Commission’s consent to (1) the proposed transfer of existing customer contracts 
from ACC Telecom to TWNY, and, immediately thereafter, to TWCIS pursuant to A.R.S. 3 40- 
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285 and (2) the waiver of A.A.C. R14-2-1904 and R14-2-1905 be approved with the following 
conditions: 

I 1. That current ACC Telecom customers have 90 days following the date of the 
Commission’s order to transfer to another carrier without penalty. 

2. That the proposed customer notice be changed to inform customers of their right to 
call the Consumer Services Section of the Commission Staff at 602-542-4251 or 1- 
800-222-7000 with any questions or concerns. 

3. That TWCIS be required to docket a tariff which mirrors that of ACC Telecom within 
60 days of this decision. 

4. That with the transfer of the ACC Telecom CC&N, granted by Decision No. 68650, 
Docket No. T-04282A-04-0763, on April 12, 2006 for the provision of intrastate 
telecommunications services in Arizona, TWCIS be required to comply with all 
conditions ordered in Decision 68650 and restated as follows: 

a. That TWCIS shall file with Commission Docket Control, as a compliance 
item in this matter, tariffs for its point-to-point dedicated data service that 
conform to the revised tariff filed by ACC Telecom on September 16, 2005, 
within 365 days from the date of an Order in h s  matter or 30 days prior to 
providing service, whichever comes first. 

b. That if TWCIS fails to timely comply with the preceding Ordering Paragraph, 
that the Certificate of Convenience and Necessity granted herein shall become 
null and void after due process. 

I c. That TWCIS shall comply with all of the Staff recommendations set forth 
below: 

i. That the Applicant be required to notify the Commission immediately 
upon changes to the Applicant’s name, address or telephone number; 

ii. That the Applicant comply with all Commission rules, orders, and 
other requirements relevant to the provision of intrastate 
telecommunications service; 

iii. That the Applicant maintain its accounts and records as required by the 
Commission; 

iv. That the Applicant file with the Commission all financial and other 
reports that the Commission may require, and in a form and at such 
times as the Commission may designate; 

I 
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5.  

d. 

v. That the Applicant maintain on file with the Commission all current 
tariffs and rates, and any service standards that the Commission may 
require; 

vi. That the Applicant cooperate with Commission investigations 
including, but not limited to, customer complaints; 

vii. That the Applicant abide by and participate in the AUSF mechanism 
established in A.A.C. R14-2-1204B(3)(b); 

viii. That if in the future, Applicant wishes to provide telecommunications 
services different from those addressed in this application, that 
Applicant be required to file an application with the Commission so 
indicating; and 

ix. That the Applicant be required to notify each of its private line service 
customers and the Commission 60 days prior to filing an application to 
discontinue service pursuant to A.A.C. R14-2-1107 in the event 
Applicant desires to discontinue service. 

That if TWCIS desires to discontinue service, TWCIS shall notify each of its 
private line service customers and the Commission 60 days prior to filing an 
application to discontinue service pursuant to A.A.C. R14-2-1107. 

That the authority for ACC Telecom to provide intrastate telecommunications 
services in Anzona be withdrawn and ACC Telecom shall have no remaining 
compliance obligation related to Decision 68650. 



Exhibit 1 



I 
.- 
L 

3 - 
4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DATA TRANSPORT TELECOMMVNICATIO-NS 
SERVICES IN THE STATE OF ARIZONA AND 
PETITION FOR COMPETITIVE 
CLASSIFICATION OF PROPOSED SERVICES. 

BEFORE THE ARIZONA CORPORATION COMMISSION 
Arizona CorporatiOfl Commission 

APR 1 2  2006 

DOCKETED 
COMMISSIONERS 

JEFF HATCH-MILLER, Chairman 

MARC SPITZER 
WILLIAM A. MUNDELL 

OPINION AND ORDER 

MIKE GLEASON 
KRISTIN K. MAYES 

1 I I 
IN THE MATTER OF THE APPLICATION OF 
ACC TELECOMMUNICATIONS, LLC dba 
ADELPHIA FOR A CERTIFICATE OF 

1 DOCKET NO. T-04282A-04-0763 

ADMINISTRATIVE LAW JUDGE: Teena Wolfe 

APPEARANCES : Jo Gentry, Director of External Affairs, on behalf 
of ACC Telecommunications, LLC dba 
Adelphia; and 

Keith A. Layton, Staff Attorney, Legal Division, 
on behalf of the Utilities Division of the Arizona 
Corporation Commission. 

BY THE COMMISSION: 
* * * * * * * * * * 

Having considered the entire record herein and being fully advised in the premises, thc 

:omission finds, c 

FINDINGS OF FACT 

ACC Telecnmmiinicatic ns, LLC dba Adelphia (“Applica 

ommission (“Commission”) an application for a Certificate of 

J (“CC&N”) to provide intrastate, facilities-based, non-switched, dedicated 

rt telecommunications service toint-to-point data t 

lirectly two or more intrastate locations with dedicate 

ch will allow the customer to connec 

itched services, throughout the State 

:\TWolfe\Telecor i\Facils\pointopoint\0407030&0 doc 1 
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(“Staff’) filed a Staf 

3. On March 10,200 aring for May 2,2005 
md requiring publication of notic 

ifying that notice of the 

iearing on the application was publishe 

ers of the public 

ppeared to provide comment. Staff ap through counsel. Applicant failed to appear. 

7. By Procedural Order is 3,2005, the hearing was continued to May 26,2005, 

nd the timeclock for a Commission Decision on the application was suspended pendi 

ontinuation of the hearing. 

8. On May 26,2005, Appl filed a motion seeking continuance of the May 26,2005 

earing date due to an unexpected 

onsulted with Staff, and that Staff did not object to the requested continuance. 

9. By Procedural Order issued May 26, 2005, the hearing was continued to June 29, 
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ts review of the amended application. 

Applicant filed a Notice of Errata. On August 1,20 

On September 16,2005, Applicant filed an amended tariff. The revised tariff d 13. 

include ICB pricin 

advance payments 

he tariffs were also corrected to indicate that Applicant will not collect m y  

as was discussed by Applicant’s witness at the hearing. 

14. On December 20, 2005, a Procedural Order was issued directing Staff to file an 

amended Staff Report including an analysis of Applicant’s amended tariff, and StafPs 

recommendation to the Commission regarding action on the application, based on that analysis. 

15. On January , 2006, Staff filed its Amended Staff Report. The Amended sttaff 

d tariff 

rvices within the amended tariff are similar to 

Report recommends approval of the application, stating that Staff has reviewed t 

md determined that the terms and conditions fo 

;hose of the dominant incumbent local exchange provider (“ILEC”) in Arizona, with proposed 

:ssentially equal to those of the dominant ILEC and in some cases lower. 

16. Applicant is a limited liability company organized under the laws of the State of 

3elaware and has been authorized to do business in Arizona since August 16,2004. 

17. Applicant has the technical and managerial capabilities to provide the services that are 

xoposed in its application. 

18. Applicant will be providing services in areas where ILECs, along with 

:ompetitive local exchange carriers (“CLECs”) and interexchange carriers are providing telephone 

md private line services. Applicant’s witness stated that the only area where Applicant currently has 
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21 * nancial statements, 

including notes, of 

ending August 4, 2004. The financial statements listed current assets in excess of $52 billion; total 

company, Adelphia Comm 

equity in excess of $2 billion; and a net loss in excess of $1.2 billion. 

22. The Staff Report stated that Consumer Services reports no complaint history for 

Applicant within Arizona. Applicant has not had an application for service denied or authority 

revoked in any state. There have been no civil or criminal proceedings involving Applicant. The 

Staff Report stated that Applicant indicated in its application that two former board members of 

Adelphia Communications Corporation, Applicant’s parent, John Rigas and Tim Rigas, were 

involved in several criminal matters involving fraud within Adelphia Communications Corporation. 

At the hearing, Applicant’s witness testified that John and Tim Rigas had been convicted on various 

fiaud counts and that no member of the Rigas family currently has any involvement in the 

management or business operations of Adelphia or any of its affiliates. Applicant’s witness also 

testified that Applicant’s current management team is operating totally independently of any of the 

“historical situations” that led to the fraud convictions. 

23. Staff recommended that Applicant be granted a CC&N to provide the requested 

telecommunications services. In addition, Staff recommended the following: 

a. That the Applicant be required to notify the Commission immediately upon 
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That the Applicant maintain on file with the Commission all current tariffs and 
rates, and any service st 

That the Applicant cooperate with Commission investigations including, but 
not limited to, customer complaints; 

That the Applicant abide by and participate in the AUSF mech 
established in A.A.C. R14-2-1204(B)(3)@); 

That if in the future, Applicant wishes to provide telecommunications service$ 
different from those addressed in this application, that Applicant be required td 
file an application with the Commission so indicating; and 

That the Applicant be required to notify each of its private line service‘ 
customers and the Commission 60 days prior to filing an application td 
discontinue service pursuant to A.A.C. R14-2-1107 in the event Applicant 
desires to discontinue service. 

Commission may require; 

24. Staff further recommended that Applicant be ordered to docket conforming tariffs fo ‘ 

its point-to-point dedicated data service within 365 davs fit m the date of an Order in this matter or 30 

lays prior to providing service, whichever comes first, and in accordance with this Decision. Stafi 

:ecommended that if Applicant fails to timely comply with this recommendation, Applicant’s CC&d 

3ecome null and void. 

25. At the hearing, Applicant agreed to comply with all of Staffs recommendations 

26. Based on information obtained from Applicant, Staff determined that Applicant’s fair 

urn regulation. Staff stated that as a new 

DECISION NO. 
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Because of the nature of the competitive market and other factors, a fair value analysis is not 

necessarily representative of Applicant’s operations. 

28. 

29. 

Staffs recommendations, as set forth herein, are reasonable. 

Applicant’s fa value rate base is determined to be zero for purposes of this 

proceeding. 

CONCLUSIONS OF LAW 

1. Applicant is a public service corporation within the meaning of Article XV of the 

Arizona Constitution and A.R.S. 05 40-281 and 40-282. 

2. The Commission has jurisdiction over Applicant and the subject matter of the 

application. 

3. 

4. 

Notice of the application was given in accordance with the law. 

A.R.S. 0 40-282 allows a telecommunications company to file an application for a 

ZC&N to provide competitive telecommunications services. 

5. Pursuant to Article XV of the Arizona Constitution, as well as the Arizona Revised 

Statutes, it is in the public interest for Applicant to provide the telecommunications services set forth 

n its application. 

6 .  Applicant is a fit and proper entity to receive a CC&N authorizing it to provide 

intrastate, facilities-based, non-switched, dedicated point-to-point data transport telecommunications 

services, which will allow the customer to connect direct more intrastate locations with 

cledicated, non-switched service ughout the State of 



Adelphia for a Certificate of Cc nvenience and Necessity to provide intrastate, facilities-based, now 

switched, dedicated point-to-point data transport telecommunications services, which will allow the 

customer to connect directly two or more intrastate locations with dedicated, non-switched services; 

IT IS FURTHER ORDERED CC Te lecommunications, LLC dba Adelphia shall file 

item in this matter, tariffs for its point-to-point 

tariffs filed on September 16, 2005, within 369 

prov ding service, whichever comed 

elecommunications, LLC Adelphia fails td 

raph, that the Certificate of Convenience and 

d void after due process. 

ACC Te ecommunications, LLC dba Adelphia shall 

set fnrt? in Findings of Fact No. 23 above. 

IT IS FURTHER ORDERED that in the event ACC Telecommunications, LLC dba AdelphiA 
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Attorney for ACC Communications, LLC dba Adelphia 

Michael van Eckhardt 
DAVIS WRIGHT TREMAINE, LLP 
2600 Century Square 
1 50 1 Fourth Avenue 
Seattle, WA 98101-1688 

2hristopher Kempley, Chief Counsel 
3iane Targovnik, Attorney 
Legal Division 
W O N A  CORPORATION COMMISS 
1200 West Washington Street 

nix, Arizona 85007 

t Johnson, Director 
Jtilities Division 
IFRIZONA CORPORATION COMMISSION 
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